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THE FIGHT AGAINST INFLATION 


ATHER tardily the authorities have taken steps essen- 
R tial to check the further development of serious infla- 
tion. They have realized, somewhat late in the day, that 
seeking to check.a rise in prices by increasing wages and 
salaries is something like trying to put out a fire by dousing 
it with gasoline. 

When Brutus in Shakespeare’s tragedy of Julius Cae- 
sar was meditating on the growing ambition of Caesar, he 
reached the conclusion that, like a serpent’s egg it was some- 
thing that hatched would grow dangerous, and was there- 
fore to be killed in the shell. This conclusion aptly applies 
to inflation—the time to kill it is at its start. We did not 
act on this principle, but rather on its reverse. Still, nothing 
is now to be gained by exclaiming against lack of foresight. 
The action taken by Congress and the Administration to 
prevent runaway inflation is to be whole-heartedly com- 
mended, and the hope must be entertained that this policy 
will prove effective. 

To prevent inflation altogether in a time of war is a 
serious and almost hopeless task. Take the policy in re- 
gard to wage and salary rises. The cost of living is going 
up, so what simple and more effective remedy to meet this 
advance than by raising wages and salaries. But this is 
but adding fuel to the flame. Through greater employment, 
enlarged profits, and enlarged business activity, purchasing 
power is rapidly growing, while the supply of ordinary con- 
sumptive goods is diminishing. ‘Taxation and Government 

rrowing on a large scale will, temporarily at least, siphon 
off part of the demand for these goods, transferring it to 
equipment for our armed forces. But the Government 
must also buy huge quantities of food and goods of all kinds 
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to feed and equip our armies. And it must be remembered 
that the Treasury does not tax or borrow for the purpose 
of hoarding, but to spend, and its expenditures soon get back 
into the hands of those who contributed the funds in the shape 
of taxes and loans. But for a time, at any rate, while the 
funds are flowing to the Treasury, the inflationary process 
is halted, and to the extent that the Government is buying 
arms further relief is afforded, for a time at least. 

At best, the prevention of serious inflation is a very 
difficult problem, and in meeting it with effectual resistance 
the Government should have the complete co-operation ~ 
of the banks and of all our people. 


Comptroller’s Annual Report 


HE Annual Repart of the Comptroller of the Currency 
for 1942, released for publication March 20, 1943, con- 


tains this well-deserved tribute to the National Bank- 
ing System: 


The National Banking System, after a full year of operation 
under wartime conditions, enters the year 1943 in a strong posi- 
tion. Steady progress has been made during 1942 in improve- 
ment of assets, in strengthening management, in keeping expenses 
down, in conserving earnings, and where possible, increasing capi- 
tal protection. The large growth in deposits has brought some 
disparity in the ratio of capital funds to their liabilities, but this 
has been offset by the high quality and liquidity of the assets 
which have been acquired. In a few cases, weaknesses were eli- 
minated by consolidations. In these few cases, improvement was 
generally made possible by cooperation of the Reconstruction 
Finance Corporation and the Federal Deposit Insurance Corpora- 
tion. 

By nearly every possible test banks under the supervision of 
this office have shown their awareness of the desirability of sound 
operation and conservative management. With this hasteen com- 
bined a courageous willingness not only to bear without com- 
plaint the inevitable difficulties growing out of the War, but to 
actively cooperate with and support the Government in every 
phase of the war effort, especially by investing their own funds 
in Treasury obligations and by urging the public to do the same. 

Very early, even before our own entry into the present con- 
flict, bankers were active in defense. The almost 100 per cent 
qualification of banks, state and national, as issuing agents for 
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defense bonds gave impressive indication of their willingness to 
serve. Banks led in adopting pay-roll allotment plans for their 
own staffs and urging their corporate customers to do likewise. 
They are playing a leading part today in meeting the financial 
needs of the Treasury. Banks have undertaken the clearance 
of ration coupons at the request of the Office of Price Adminis- 
tration. 


A change of some importance in reporting statistical 
information is thus explained: 

Since 1921 national banks had been reporting in their con- 
dition statements reciprocal interbank demand balances on a gross 
basis instead of on a net basis. Reciprocal interbank deposits 
arise when two banks maintain deposit accounts with each other, 
i. e., each bank has both a “due from” and a “due to” account 
with the other bank. This practice of reporting gross balances 
of such accounts inflated not only the amount of bank balances, 
but also the totals of assets and liabilities in the call statements 
to the extent of the reciprocal balances. Beginning with the call 
for June 30, 1942, reciprocal interbank demand .balances with 
banks in the United States, except private banks and American 
branches of foreign banks, have been shown on a “net” basis, and 
the returns’ of the call for that date disclosed that such balances 
in national banks amounted to $410,221,000. 


Two Currency Plans 


LANS for stabilizing world currencies have been put 
forth in this country and in England. To consider 
either or both these plans in detail would be an entirely 

fruitless undertaking, for the very good reason that no plan, 
however perfect, can be of any worth until we know what 
kind of world is left for us to live in after the present war 
shall have come to an end. 

The fact that these plans have been sponsored by Great 
Britain and the United States may be taken as an indica- 
tion that these two countries are to take the lead in the 
enormous task of currency stabilization, and while the plans 
differ in detail, both have approximately the same end in 
view. 

Evidently, each plan contemplates that gold shall be 
used, at least theoretically, as the basis on which the new 
exchange value of world currencies is to be based, and the 
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United States, having possession of a very large share of 
the world’s gold, should thus be in a commanding position - 
to influence the final decision when the opportune time comes. 
Whether the country’s financial wisdom will correspond 
to its supply of gold, is another question. 

Consideration of the ends which these plans envisage 
will at some time properly occupy public attention, but for 
a considerable period after the war ends other problems 
will be more pressing, relief of the starving millions of 
various countries being one of the most immediate and 
serious problems to be met and solved. 


More War Financing 


AST month an additional call for funds to the amount 
of $13,000,000,000 for the purpose of financing the war, 
following the raising of a like amount only a: few months 

earlier, brings startlingly before the country the heavy na- 
ture of these demands. But however heavy they-may prove 
to be, they will be met with cheerfulness and alacrity. Re- 
cently the limit on the public debt has been raised to $210,- 
000,000,000, and while this, measured by the view that pre- 
vailed only a few years ago, is extremely high, it may well be 
that before the war ends the debt limit may have to be raised 
more than once again. But here again, as in the case of 
loans and taxes, there is no limitation except the sums neces- 
sary to complete our help in the destruction of Hitlerism 
and of the Japanese madness. 

The American people do not consider in making these 
contributions, that they are making any great sacrifice— 
certainly none compared to those who are doing the fighting 
—but if in the end they must undergo extreme hardship in 
supplying the needed funds, they will supply them readily 
and cheerfully nevertheless. 

United support of Congress and the Administration, 
of our military, naval and air authorities and forces, and 
a determination to see the conflict through to a victorious 
conclusion, from which purpose there shall be no variableness 
nor shadow of turning, represents the inflexible will of the 
people of the United States. 
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State Street Trust Company 
BOSTON, MASS. 


A New England Institution 
for 


Every Banking and Trust Service 


CHARLES FRANCIS ADAMS ALLAN FORBES 
Chairman President 


Member Federal Deposit Insurance Corporation 


Renewal of the Reciprocity Treaties 


OTH Secretary Hull and Under Secretary Welles, of 
the Department of State, have made strong pleas for 
renewing, for an additional period of three years, of 

the existing reiprocal trade treaties. Mr. Welles regards 
our action in this matter as evidence of whether or not we 
are to take an active part in world restoration after the war. 

Here are brief extracts from the statement of Secretary 

Hull, made before the House Ways and Means Commit- 
tee on April 12: 


It was clear to us that satisfactory economic recovery was im- 
possible without a restoration and expansion of healthy foreign 
trade. It was clear that our foreign trade and international trade 
as a whole could be restored and could expand only through a re- 
duction, here and abroad, of unreasonable and excessive trade 
barriers. It was equally clear that the most advantageous method 
of accomplishing this was to negotiate with other countries mu- 
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tually beneficial trade agreements, based upon a reciprocal reduc- 
tion of trade barriers. 

It was also clear from the beginning that a revival of world 
trade was an essential element in the maintenance of world peace. 
By this I do not mean, of course, that flourshing international com- 
merce is of itself a guarantee of peaceful international relations. 
But I do mean that without prosperous trade among nations any 
foundation for enduring peace becomes precarious and is ulti- 


mately destroyed. 
* * & & 


Of the twenty-seven countries with which we have concluded 
trade agreements, only tragic Finland is at war today with any 
of our allies, and even she is not at war with us. Of the others, 
sixteen are now by our side, at war with our enemies. They are 
Belgium, Brazil, Canada, Costa Rica, Cuba, Czechoslovakia, El 
Salvador, France, Great Britain, Guatemala, Haiti, Honduras, 
Luxembourg, Mexico, the Netherlands and Nicaragua. Six of the 
remaining ten have broken off relations with the Axis countries 
and are cooperating on our side in many ways. These six are 
Colombia, Ecuador, Iran, Peru, Uruguay and Venezuela. 

* * & & 


The many people who look toward this country with hope are 
watching our action on this act with profound interest. What we 
do about it will be looked upon as a signpost pointing to the path 
they can expect us to follow. Repudiation of the trade-agree- 
ments program, or the curtailment of it in scope or time by 
amendment, would be taken as a clear indication that this country 
which, in war, is bearing its full share of responsibility, will not 
do so in peace. 


As to these treaties, it may be said, that if the exchange 
of goods between countries was considered desirable in times 
of peace, such exchange will not only be desirable but vitally 
important in the post-war period. ~° 

The Chinese sage, Confucius, when asked if right hu- 
man relations could not be defined in a single word, replied, 
“Is not reciprocity such a word?” 

While support of these treaties is by no means unani- 
mous, a reading of Secretary Hull’s statement will reveal 
that he makes out a strong case for their extension. 
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Dollar Devaluation Does Not 
Devaluate Bond Values 


By DR. HERBERT SPERO 


Department of Economics, School of Business and Civic 
Administration, The City College of New York 








OLD devaluation of the dollar does not increase prices 
and reduce the buying power of the public’s bond 
holdings. That this is true was proven in the period 

1933-34, when President Roosevelt carried out the Govern- 
ment’s program of devaluation and fixed the gold content 
of the dollar at 15 5-21 grains nine-tenths fine which was 
about 59% of its former weight. The object of this policy 
was to raise commodity prices “to give work to the unem- 
ployed,” to enable “payment of public and private debts 
more nearly at the price level at which they were incurred,” 
and to “restore a balance in the price structure” between the 
products of industry and agriculture. 

These objectives were not attained by the gold devalua- 
tion of 1983-84. Furthermore, history shows that with an 
almost unchanged price for gold over nearly one hundred 
years, from 1837 to 1984, prices fluctuated up and down, 
illustrating that they are determined by many factors be- 
sides the number of gold grains in the dollar. 

Yet, notwithstanding this historical record, there are still 
many people who appear to believe that devaluation of the 
dollar will depreciate the value of bonds. For example, 
Senator Taft, of Ohio, successfully opposed Secretary Mor- 
genthau’s plea for a renewal of the President’s power to de- 
value the dollar on the ground that at a time when the gov- 
ernment is “asking the American people to buy $13,000,- 
000,000 in War Bonds this month, yet at the same time 
you’re asking us to give the President power to devalue the 
dollar and thus depreciate the value of the bonds.” 

Senator Taft is to be applauded for his stand against 
the devaluation power. But is he correct in his claim that 
devaluation reduces the value of the government’s bonds? 
What is the value of a bond? if you think of it as claim 
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on a certain number of dollars and the dollars, in turn, 
as convertible into a fixed amount of gold, the devaluation 
does reduce the value of a bond. However, in 1933 the 
gold value of a bond was made of little significance for on 
June 5 of that year Congress passed a resolution invalidat- 
ing bondholders’ claims to gold. Since then, bonds issued 
have merely provided for payment in lawful money of the 
United States of America. 

Hence the investor need only concern himself with the 
buying power of the money income paid him by the issuer 
and the ultimate purchasing power of the principal of the 
obligation at maturity. 

Of course, a foreign bondholder will be thinking of the 
probable value of the American dollars he will be receiving 
in terms of his own domestic currency. This value will de- 
pend on the relative gold contents of the United States 
dollar and the foreign money unit. But this person’s prob- 
lems will not concern us greatly inasmuch as the investor 
in this country is largely the American citizen, who is rela- 
tively undisturbed by changes in the foreign value of the 
dollar. 

What does disturb the American bondholder are the up- 
ward changes in prices which cut down the buying power 
of his interest and principal payments. It is high prices 
and the consequent rising cost of living which really de- 
preciate the value of bonds. Attention should be turned 
to the forces that cause prices to rise rather than to the de- 
valuation of the dollar which, after all, only exerts an in- 
direct effect upon the cost of living. 

The profit from devaluation goes to the Government. 
Its monetary base is thereby broadened. But, as the ex- 
perience of the 1930’s indicates, a large excess of gold reserve 
does not necessarily result in a rise in the volume of money 
and credit in circulation and an enlarged demand for goods. 

Prices are a result of supply and demand. When the 
general public is flush with cash it enjoys a buying spree, 
and if the supply of goods does not keep pace with the grow- 
ing demand, the cost of living will rise. Also, if the supply 
of consumers goods is sharply curtailed without a similar 
decrease in the number of dollars in the hands of the buying 
public, the latter will bid for the relatively few items that are 
available and so force up their price. 
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THE CHASE 
NATIONAL BANK 


OF THE CITY OF NEW YORK 


Statement of Condition, March 31, 1943 


RESOURCES 


CasH AND DUE FROM BANKS ....... . « « «$1,025,488,063.41 
U. §. GOVERNMENT OBLIGATIONS, DIRECT AND FULLY 

uf 5) by. i an ener settee Tey eR 
STATE AND MUNICIPAL SECURITIES. . . . . .. . «© +  100,577,070.54 
STocK OF FEDERAL RESERVE BANK. . .-:. . .. se « 6,016,200.00 
ChTEeR BOCUNITIND: 5 6 ln 0 a ee eee 
Loans, DiscoUNTS AND BANKERS’ ACCEPTANCES . . . . .  727,477,166.58 
DARING SOSCORR SS 65 So ES a AS ARE Gee 36,470,000.01 
I SONAS, ONE i oa So SS eA SS 5,906,244.06 
III oa ee ns ee tat a= ot sind mes ea tall 7,375,417 .42 
CUSTOMERS’ ACCEPTANCE LIABILITY . . ....... 4,153,699.83 
PURE FO oo see a ee ce ak ee 15,548,937.01 


$4,482,656,153.61 


LIABILITIES 
CapPitaL Funps: 
Capita Stock ..... ~- « « « $100,270,000.00 
DOMME 60s ee Se es lee, ee 
UNDIVIDED PROFITS . ...... - 49,353,116.44 


$ 249,893,116.44 

RESERVE FOR CONTINGENCIES .. . © ew ee ae 11,828,699.44 
RESERVE FOR TAXES, INTEREST, ETC. . . . . ss. ee 4,402,330.16 
DEPosITS peer LeSaM rg etal eo ee - 4,203,291,330.16 
ACCEPTANCES OUTSTANDING . . . . . . $ 8,718,987.15 
Less AMOUNT 1N PORTFOLIO. . ... 4,327,708.01 4,391,279.14 


LIABILITY AS ENDORSER ON ACCEPTANCES AND FoREIGN BILLs 245,897.34 
CU SN a eS ee a es we eS 8,603 ,500.93 


$4,482,656,153.61 


United States Government and other securities carried at $442,985,547.50 are pledged 
to secure U. S. Government War Loan Deposits of $237,858,277.31 and other public 
funds and trust deposits, and for other purposes as required or permitted by law. 


Member Federal Deposit Insurance Corporation 
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The present war period illustrates how the cost of con- 
sumers goods will advance as a nation’s productive ma- 
chinery is turned more and more to the output of arma- 
ments and the supply of consumers goods shrinks. This 
development, plus the mounting volume of money and 
credit in circulation resulting from the expansion of em- 
ployment has jacked up the price level. Now in 1943, the 
country finally has achieved the goal toward which the Gov- 
ernment apparently was striving in 1933-34, the restoration 
of the 1926 price level. 

The United States Bureau of Labor Statistics whole- 
sale commodity price index which stood at 66.0 in 1933 ad- 
vanced to only 86.3 by 1937 under the prodding of the fear 
of inflation, and a great public works program. However, 
it has finally reached the long sought goal in 1943. It was 
driven there by the elementary economic forces of supply and 
demand as the country converted itself into the arsenal of 
democracy. In doing so, it created a scarcity of consumers 
goods while pouring into the nation’s markets ever larger 
amounts of buying power, as the working force was put 
to more and more intensive use and new recruits to labor’s 
ranks were and are still being sought everywhere. 

The problem of preventing the depreciation of the dol- 
lar is a problem of cutting down the rising tide of purchas- 
ing power to the size of the supply of consumers goods. 
Devaluation or no devaluation, this can only be accom- 
plished by heavier taxes on the great mass of buying power 
in this country, or some system of forced savings that will 
take it out of circulation at least temporarily while the sup- 
ply of consumers goods is being reduced. The prevention 
of inflation or rising prices will be a most effective argu- 
ment for the purchase of government bonds. 

Let’s get down to the job and not confuse the issue with 
a futile discussion of devaluation and its debatable effects. 
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“Testing Ground” Method 


and Modern Trust Service 


The following article is reprinted from the Journal of the Union 
& New Haven Trust Company, New Haven, Conn., by special permis- 
sion of the bank’s Public Relations Committee. Bank trust officers 
will find it an unusually forceful argument for the Revocable Living 
Trust especially under current conditions. 


OT long ago the newspapers carried a guarded ac- 
count of how, after exhaustive tests, the United States 
Army had demonstrated something referred to only as 

a “bazooka,” but which we now know is a mobile anti-tank 
gun in service in North Africa. We are all familiar with 
test pilots for airplanes, and there are now proving grounds 
for tanks where once the latest models of automobiles were 
subjected to grueling tests before being placed on the 
market. 

But, speaking from a trust standpoint, our favorite 
story is the one told by the late Walter P. Chrysler in his 
autobiography. Born and reared a railroad man, and a 
master workman with an insatiable curiosity about ma- 
chinery, Mr. Chrysler had seen and been utterly fascinated 
by his first motor car. It was far more costly than he could 
afford, but he could not rest until he owned it, although he 
had to borrow money to do so. 

He cleared out a place in his barn had the new car 
hauled there from the railway station by a team of horses. 
Spreading newspapers on the barn floor, he put on his 
overalls and began studying his new car. For three months, 
at night and over week-ends, he took it apart and put it to- 
gether again until he felt he understood how it worked and 
could almost reassemble it in the dark. 

Then, and not until then, did he take his first ride in it. 

The foregoing is provoked by our observation that more 
men and women of means could profitably use the “testing 
ground” method when arranging for the future distribu- 
tion and conservation of their estates and the protection of 
their heirs. It seems to us that if one were to apply the 
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“Chrysler method” to his estate plans, he would want to 
do at least three things: 

First, he would want to test out, in advance of the day 
when his property becomes his estate, his ideas about how 
his property should be distributed. 

Second, he would want to know in advance, by actual 
test, the ability of his “successor manager,” his trustee-to-be, 
particularly with reference to how his securities and other 
property would be managed. 

Third, he would want to have his beneficiaries-to-be and 
his chosen trustee become acquainted, so that there might be 
the greatest possible harmony in future working relation- 
ships. 

All of this “testing,” of course, would automatically 
include such professional assistance as might be rendered 
by the attorney, the life underwriter, and others. 

Now it so happens that there exists a means whereby 
exactly that sort of testing can be done. To meet the needs 
of modern business there has been perfected a trust method, 
old in principle but relatively new in legal acceptance, where- 
by a person can enjoy during his own lifetime the benefits 
of trust service which were once largely confined to the 
beneficiaries of trusts set up under wills. In short, one can 
now have a trust which will serve both himself and some 
one else. 

Under this arrangement the owner of property can pass 
the title to securities and other property to a trustee for pur- 
poses of management and ultimate distribution—and yet 
retain the right to regain control of these assets. The 
maker of this trust can direct how income shall be paid— 
including himself as a beneficiary. He can go still further 
and reserve the right to pass on all recommendations by his 
trustee as to the purchase, sale or retention of securities. He 
can also change the provisions of the trust from time to time 
as the personal or financial circumstances of either himself 
or his beneficiaries may change—or revoke it. 

As if this were not enough, this arrangement has still 
further advantages. Putting property in such a trust does 
away with the necessity for a will so far as these assets are 
concerned. From the fact that no probate proceedings will 
-be required there flow two additional benefits: There will 
be definite economies and there will be privacy—details of 
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one’s property holdings, the status of one’s business, pro- 
visions made for wife, children and other beneficiaries, etc., 
will not be spread upon the public records as is the case when 
a will is probated. 

The advantages of such an arrangement to the man who 
is so fully occupied with this regular business or profession 
that he may be unable to give his securities and other prop- 
erty the attention they deserve should be obvious. In times 
like these such benefits may be vital. Yet they apply equally 
as well, in time of peace, to others who wish, in effect, to 
retire and let some one else handle all the burdensome de- 
tails of management. All that is possible, and still the end 
is not in sight. 

With a trust such as we speak of the maker can have 
the assurance that everything his trustee does will conform, 
under the laws of the State, to the terms! of the trust agree- 
ment—or else. Furthermore, there are adequate physical 
safeguards for the assets put in trust. Securities enjoy the 
protection of modern safe deposit vaults; are strictly segre- 
gated from all other securities, including those of the trustee; 
and are periodically accounted for by the bank examining 
authorities, Federal and State. 

We have deliberately withheld the trade name of this 
arrangement—called a Revocable Living Trust—in order 
finally to help emphasize another of its many advantages, 
and a very timely one. It is so timely, in fact, that it was 
one of the principal subjects of discussion at the Wartime 
Conference on Trust Problems of the American Bankers 
Association recently held in New York. 

We are at war. Millions of Americans, who by and 
large have been in the habit of procrastinating when it comes 
to their estate problems, are suddenly awaking to the ad- 
visability of arranging to have their property well cared for 
during their absence in service, on the war front or in Wash- 
ington. 

The problem facing these men and their families is not 
anew one. The present generation of trust officers first 
encountered it on a large scale during World War I when 
men serving abroad left behind the task of caring for their 
property. 

While a will is always desirable, it is obviously not a 
means of having securities, real estate and other business 
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interests managed “for the duration.” The man serving 
under arms or going to Washington should therefore sup- 
plement a will by (1) an agency or power of attorney, an 
informal arrangement whereby title to property is NOT 
passed, or (2) by a Revocable Living Trust, whereby title 
to property IS passed to a trustee under the terms of a writ- 
ten agreement. 

For an admirable statement of one compelling reason 
why the Revocable Living Trust should be used in prefer- 
ence to an agency or power of attorney, we briefly quote 
one of the speakers at the recent Wartime Conference Trust 
Problems :* 

“Because of the world-wide nature of the present war, 
there are going to be many instances of prolonged disap- 
pearance or, at least, lapse of time before relatives know 
whether a man in the service is dead or alive. Such a situa- 
tion is inherently dangerous from the property management 
point of view. 

“It would be a reckless agent or attorney who would 
purchase or sell securities for an agency or attorney account 
when the principal was last heard from on the occasion of the 
fall of Manila or on the day of surrender at Bataan. ... 

“We are all aware that a power of attorney is revoked 
by death and that acts performed under the power of at- 
torney, even though in good faith . . . would be utterly void 

“The obvious and easy solution is the simple Revocable 
Trust. Wherever the amount of property involved is suf- 
ficiently great to justify the trust technique, it seems sen- 
sible for a person who is about to depart for the wars, or 
even who is bound upon a peaceful mission to the far corners 
of the earth, to create a full legal title, good against the world, 
in a trustee, and to endow that person with all of the muni- 
ments of title which are required in the market place in order 
to permit final transfer and similar acts of domination. 

“Nor does the Revocable Trust involve a dangerous sur- 
render of property rights. The donor or grantor has really 
created nothing more than a mechanism which continues to 
operate effectively during a time of need. It can be set up, 
as you all know, in a manner which will take care of his de- 


*The Revocable Living Trusts Its Manifold Uses in Times of War and Peace. 
By Mayo S. Shattuck, of Haussermann, Davison and Shattuck, Boston, Mass. 
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pendents without any awkward delays as a result of uncer- 
tainties as to his death or whereabouts. 

“T have racked my mind to find any other satisfactory 
way to take care of these cases of persons departing for the 
wars or even departing for Washington, which is the next 
best or next worst thing. I feel moderately certain that 
there is no comparable alternative technique.” 

Thus we commend to you, in war or peace, the Revocable 
Living Trust, described by the speaker just quoted as “the 
greatest living article of merchandise, particularly when 
coupled with the insurance policy,” which was ever presented 
to the trust profession. We further commend it because 
it makes trust service available to men and women of means 
during their own lifetimes equally with their beneficiaries, 
now and later on. We especially commend it because it en- 
ables you to leave your beneficiaries not only property 
but pre-tested working relationships and pre-tested manage- 
ment as well. 


IDEALS TO CLEAVE TO 


Ir is perhaps true that the tragedy and frustration of these days are 
teaching us with suffering and sacrifice, the enduring validity of those 
ideals, which have underlain the history of human progress. We see 
some things more clearly today because of the very blackness against 
which they are set. We see the kind of people and the kind of society 
that comes into being when men turn their backs on those ideals and set 
up once again the old despotisms of force, the old treacheries and cruelties 
that we have thought were gone forever from human society. 
Epmunp Ezra Day, 
President, Cornell University 
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Keynes and Morganthau Foreign 


Exchange Stabilization Plans 


By BENJAMIN M. ANDERSON 


Professor of Economics, University of California at 
Los Angeles 


The accompanying article was delivered as an address before the 
Los Angeles Chamber of Commerce on May 11. In it the author 
“condemns the Morgenthau and Keynes plans in toto as putting the 
cart before the horse, as encouraging rather than checking unsound 
tendencies in Europe, and as introducing new unsound tendencies at home.” 


HE Keynes and Morgenthau foreign exchange stabili- 
zation plans’ are in essence very similar and their ob- 
jectives are essentially the same. The differences be- 

tween them would not prevent their giving us essentially 
similar results. They have in common the following points: 
Each would create a great international bank (whether you 
call it fund or call it clearing union doesn’t matter) the re- 


sources of which are contributed by the central banks or 
stabilization funds of the different countries. This inter- 
national bank, dealing only with central banks or govern- 
ment financial institutions, is to buy and sell the currencies 
of the different countries in such a way as to keep them 
in fixed relation to one another. 


PowERS AND OPERATIONS OF THE MorGENTHAU BANK 


The Morgenthau plans provides (Section III) that the 
fund shall have the following powers: 


1. “To buy, sell and hold gold, currencies, bills of ex- 
change and government securities of member coun- 
tries; to accept deposits and to earmark gold; to is- 
sue its own obligations and to discount or offer them 
for sale in member countries, and to act as a clearing 
house for the settling of international movements of 
balances, bills of exchange and gold.” 

1The text of the Morgenthau plan appears in full in the New York Times 


of April 7, 1943. The Keynes plan text is issued by the British Information 
Services, 30 Rockefeller Plaza, New York, dated April 8, 1943. 
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The Keynes plan would have the same general powers, 
except that I do not find it stated in the Keynes plan that 
the fund may issue its own obligations and offer them for 
sale in member countries. 

2. To fix the rates at which it will buy and sell one 
member’s currency for another and the rates in local cur- 
rencies at which it will buy and sell gold. Changes in these 
rates can be made only by four-fifths vote, which gives the 
United States a veto power. The Keynes plan does not 
include this veto power. 


3 and 4. To sell to the treasury of any member country 
at a rate of exchange determined by the fund currency of 
any member country which the fund holds. There are 
various qualifications on this power designed to limit the 
transactions to financing adverse balances of payments on 
current account, and to prevent the fund from being used 
for capital transfers. 

But 5, with the approval of four-fifths of the member 
votes, the fund may sell foreign exchange to a member coun- 
try to facilitate transfer of capital or repayment or ad- 
justment of foreign debts. 

6 and 7. When a creditor country is “getting fed up,” 
and the fund’s holdings of the currency of the creditor 
country drop low, the fund may make representations to 
the creditor country in the effort to get more of its money. 
This Section ITI, 6, is to be read in connection with Section 
VI, 7, to which I shall refer below, which makes it the duty 
of member countries to adopt appropriate legislation or 
decrees to carry out its undertakings to the fund and to 
facilitate the activities of the fund. 

8. Member countries are required to agree that they 
will offer to sell to the fund, for their own local currency or 
for foreign currencies which they need, all foreign exchange 
and gold they acquire in excess of the amount they possessed 
immediately after joining the fund. They are to agree 
also to discourage the accumulation of unncessary foreign 
balances by their own nationals. 

9. The fund is to buy from the governments of the mem- 
ber countries “abnormal war balances held in the coun- 
tries,” and to hold them for twenty-three years subject to 
certain qualifications. This is an extraordinary proposal 
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which is basic also in the Keynes plan, and I shall discuss 
it more fully later. 

10. The fund shall have the power to borrow the cur- 
rency of any member country, but the Morgenthau plan 
reserves the veto power of the United States in this con- 
nection. 

11. To sell member countries’ obligations owned by the 
fund, provided that the Board representative of the coun- 
try in which the securities are to be sold approves, and to 
use its holdings to obtain rediscounts or advances from the 
Central Bank of any country whose currency the fund 
requires. 

12. To invest any of its currency holdings in govern- 
ment securities and prime commercial paper of the country 
“of that currency,” provided four-fifths of the members 
vote approval. 

13. ‘To lend to any member country its local currency 
from the fund, for one year or less, up to 75% of the cur- 
rency of that country held by the fund, again with the 
United States veto power reserved. 

14. ‘To levy. upon member countries a pro rata share 
of the expenses of operating the fund, limited to one-tenth 
of 1% of the quota of each country. 

15. The fund shall deal with or through: 


a. the Treasury Stabilization fund or fiscal agent 
of member governments; 

b. the Central Banks, only with the consent of the 
member of the Board representing the country 
in question; and 

c. any international bank owned predominantly by 
member governments. 


But the fund may nevertheless, with the approval of the 
member of the Board representing the country concerned, 
sell its own securities or securities it holds directly to the 
public or to institutions of member countries. 

The foregoing statement, a compression of the United 


States Treasury proposal, omits a number of qualifications 
on these powers. 
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Both plans propose to introduce a new unit of value, 
a new money, in terms of which the international bank’s ac- 
counts are to be kept. The Keynes plan calls it “Bancor,” 
probably a combination of the word “banco” and the French 
word for gold, “or’——with a context, however, which makes 
one very sure that whatever else it is, it isn’t gold. The 
Morgenthau plan new unit is called “Unitas.” But this is 
given a definite meaning. It is 137 1-7 grains of fine gold, 
equivalent to ten United States dollars. The books of 
the fund are to be kept in terms of these international units 
—bancor for the Keynes fund or unitas for the Morgenthau 
fund. ‘The Keynes bancor is to be given a value, to be set. 
by the Governing Board later, fixed in gold “but not un- 
alterably.” 

Both plans have provisions for restricting capital move- 
ments from country to country, and for preventing the 
withdrawal of capital previously placed in foreign coun- 
tries. Both plans contemplate international co-operation 
to prevent these capital movements. 


SuPrer-NATIONAL BrAIN-TRUST WITH AUTHORITY 


Both plans set up a super-national Brain-Trust which is 
to think for the world and to plan for the world, and to tell 
the governments of the world what todo. The Morgenthau 
plan contains some safeguards for the United States not 
contained in the Keynes plan. In the arrangements for 
voting powers, the Keynes plan would leave the United 
States in a hopeless minority. 'The Morgenthau plan would 
leave the United States with a vote of one-fourth the total 
votes, still a minority, but it provides that on certain points, 
notably an alteration in the rates of exchange, a four-fifths 
vote shall be required, which would mean that the United 
States with a one-fourth vote could interpose a veto. But 
the Morgenthau plan makes it the obligation of member 
countries (Section VI, 7) “to adopt appropriate legisla- 
tion or decrees to carry out its undertakings to the fund 
and to facilitate the activities of the fund,” which would 
mean that the fund could tell the Congress of the United 
States what to do and that the Congress would be under 
obligation to do it. With respect to this provision, VI, 7, 
there is no four-fifths vote of the fund required, and no 
veto on the part of the United States. 
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Boru Puians ARE BritTisH PLANS—PURPOSES 
HiImpEN AND AVOWED 


_ What are the purposes of this elaborate super-national 
machinery? What is it designed to. accomplish? What 
is the need for it? Why did we never have it before? [I 
may say that there are a good many hidden purposes in the 
proposals, purposes clear in the minds of the authors of 
the Keynes plan, though I am not so sure that they are un- 
derstood by the authors of the American Treasury plan. 
Both the plans are British plans in my opinion. Both of 
them grow out of long trends in Keynesian thinking and 
in British monetary policy. I believe that both plans grow 
out of long discussions by the British financial experts and 
the representatives of the United States Treasury, that 
the ideas came from England and that our Treasury has 
accepted them in major part, though not in all. I shall 
discuss these hidden purposes at a later point. But first 
I wish to discuss the avowed and obvious purpose—that 
of keeping exchange rates fixed among the currencies of 
the different nations of the world. 


AVOWED OBJECTIVE TO STABILIZE ExCHANGE RATES 


Now, obviously, it is a desirable thing to have stability 
in foreign exchange rates, from the standpoint of easy flow 
of foreign commerce. An American exporter selling goods 
to France for French francs obviously wishes to know how 
many dollars he is going to get for the francs when he makes 
his contract. If he is to be paid in francs at the end of three 
months, and is afraid that the francs will be worth very 
many less dollars at the end of three months than they are 
today, he will hesitate, or he will ask the French importer 
to pay him in dollars. But if the French importer is afraid 
that the dollars will be very much higher in francs three 
months later when he must buy them to pay for the goods, 
he also will hesitate, if he is a responsible man. Interna- 
tional commerce is badly crippled by instability in foreign 
exchange, just as the international commerce of the country 
is badly crippled by violent fluctuations in the value of 
the domestic currency. The country whose currency is 
weak and slipping and fluctuating is a bad place in which 
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to do business for either the foreign merchant or the domes- 
tic merchant. 


THE PLANs STRIKE AT SYMPTOMS, RATHER THAN UNDER- 
LYING CAusEs, OF FINANCIAL DISORDER 


But please observe in this connection that the instability 
in rates of exchange between countries one of which has 
good money fixed in gold, and one of which has weak and 
fluctuating money, is due to an instability in the money of 
the weak country. The exchange instability is a symptom. 
The currency instability is the cause. If you attack the 
exchange instability as your starting point, you are attack- 
ing the symptom rather than the cause. Let us say, rather, 
that you are attacking the symptom rather than a complex 
of causes, because behind the instability of the weak fluctuat- 
ing currency there lies a complex of causes, which include 
the finances of the government of the weak country as well 
as its strictly monetary policy. 

Fixed rates in the foreign exchanges are eminently de- 
sirable. A temperature of 98.6 in the human body is emi- 
nently desirable, but a rigging of the thermometer so that it 
will always record 98.6 regardless of the fluctuations in the 
temperature of a sick patient is a rather futile performance. 
And a rigging of the foreign exchange markets so that they 
will record fixed rates among sound and unsound countries, 
regardless of a deterioration in the fundamentals govern- 
ing the values of the moneys of the unsound countries, 
merely masks the facts of financial disease and disorder, 
and defers the time when these fundamentals must be dealt 
with. 


THE WEAK PuLL Down THE STRONG 


The Keynes and Morgenthau plans propose, in sub- 
stance, a pooling of the financial resources of the different 
countries: of the world, putting the strength of the strong 
countries behind the weaker countries so that all of them 
appear strong. All of the moneys, good, bad, and hope- 
less, look the foreign exchange market level in the eye. Bad 
money becomes as good as good money—and if the process 
is continued long enough, good money becomes as bad as 
bad money. 
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Srm1LaR PLANs PROPOSED IN 1921—A CLEARING HousE 
Tuat Coutp Not CLEAR 


These Keynes and Morgenthau proposals look very 
novel today. The fact is however that similar proposals” 
were made during the postwar boom and depression of 1920- 
21. At that time, however, they were not made by the 
financial authorities of strong governments. One came from 
Signor Tittoni of Italy, a country financially weak, with 
heavy government deficits, with an adverse balance of trade, 
with a rapidly growing volume of bank notes, and with a 
very weak gold reserve. He proposed a foreign exchange 
clearing house, a single clearing house controlled by the 
various governments, which would monopolize all foreign 
transactions. It was sufficient then to point out, however 
that the analogy with a clearing house could not apply. 
A clearing house is an association of solvent banks, every 
one of which is able to meet its deficit at the clearing house 
every day with cash. The proposal was to create a clear- 
ing house that could not clear. There were proposals of 
an international exchange bank which should have exclusive 
control of buying and selling of foreign exchange, and should 
buy foreign exchange at a fixed rate. We described this 
bank in those days as a bank “in which the United States 
would make the deposits and Europe would get the loans.” 
We recognized that such a bank could maintain exchange 
rates at a fixed point only if the United States would sup- 
ply unlimited dollars for paying European exchanges. 


No NEw MAcHINERY NEEDED IF FUNDAMENTALS 
ARE CORRECTED 


We knew on the one hand that unless the fundamental 
causes of the weakness of the European exchanges were cor- 
rected, the time would come when such a machinery would 
crash, with a greater or less loss to us, depending on how 
many dollars we had fed into the machinery. We knew on 
the other hand that if the fundamental causes of the ex- 
change weaknesses in Europe were corrected; no such in- 
ternational machinery would be needed, because the exist- 


*See “Artifical Stabilization of Exchange Condemned—Outline of a Funda- 
mental Solution,” Chase Economic Bulletin, Vol. II, No. 1, January, 1922. 
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ing financial machinery of the foreign exchange market 
would make the clearances and keep things straight. 


THE Postwar Boom AND Crisis OF 1919-20 DUE TO 
ARTIFICIAL SUPPORT OF FOREIGN EXCHANGE 


There was a further reason in 1921 why we gave scant 
attention and little respect to the proposals for bolstering 
the exchange rates of weak countries at the expense of the 
cash resources of the strong countries. We had just gone 
through a violent boom and a violent crash due to precisely 
that thing. ‘The postwar boom of 1919-20 and the crisis 
of 1920-21 were due to artificial strength in foreign ex- 
change which masked the fundamentals and delayed the 
necessary reforms. 

This episode is of high significance in understanding the 
Keynes and Morgenthau proposals and in exhibiting their 
vices, weaknesses and dangers, and I wish to give an out- 
line account of it here. 


FINANCIAL DEMORALIZATION OF CONTINENTAL 
BELLIGERENTS IN 1919-20 


The picture on the Continent of Europe after the Armis- 
tice in 1918 was roughly this: great public debts had been 
created during the war; the governments had borrowed 
from the people and had taxed the people, but had done both 
inadequately. They had leaned heavily on the state 
banks of issue, the central banks, and the central banks, 
responding to war needs of the government, had issued 
bank notes in gigantic quantity. They had ceased at 
the outbreak of the war to redeem these bank notes 
in gold. They had fluctuating irredeemable paper money. 
The revival of production and export in great indus- 
trial countries was sadly hampered by this. An agricul- 
tural country can resume its activities as men go home 
to their farms, despite bad public finance and bad money. 
but great industrial countries are heavily handicapped by 
such a situation. 

What was called for was a cessation of the public bor- 
rowing from the state bank of issue, a great increase in 
taxation and a balancing of budgets, together with the fix- 
ing of a gold parity for the currency and a resumption of 
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gold payments at that parity. In some cases the old par 
might have been restored. In most cases new and lower 
pars would have to be adopted. But in any case the funda- 
mental corrections called for cutting public expenditures, 
cessation of borrowing, a balancing of budgets with taxes, 
and a cessation of the printing of bank notes. 

But this was a very hard way. The finance ministers 
of each country were faced with the problem of millions of 
soldiers returning without finding immediate work. They 
were faced with demands for pensions; they were faced with 
demands for funds to reconstruct the regions devastated by 
war; they were faced with demands for funds to feed starv- 
ing people. The people were very reluctant to pay more 
taxes and to buy government bonds. The easy way was to 
ask the state bank of issue to print bank notes, and to use 
these bank notes in meeting expenditures of the state pen- 
sions and unemployment relief and rehabilitation of de- 
vastated areas. The people, in turn, could use the bank 
notes in bringing in foreign goods, as long as the foreign 
exchange markets would take them. 


KIND OF OvuTsIDE HELP NEEDED—HELP CONDITIONED ON 


INTERNAL REFORMS 


Now these war torn countries in their distress needed 
outside aid. We gave some of the weakest of them very 
speedy outside aid through Red Cross activities, and we 
shall have to do this on a great scale again. But they needed, 
also, foreign loans carefully supervised by the lender and 
explicitly conditioned on drastic internal financial reforms. 
The finance minister could then have said to his parliament 
and to his people, “If we go on in our present course 
printing bank notes, running gigantic deficits, ruining our 
currency, ruining our credit, leaving our industry no money 
to work with, watching our productive activities deteriorate 
as our finances deteriorate, ultimate ruin is sure. If, how- 
ever, we cut our expenses, raise our taxes, tighten our money 
markets, and stabilize our currency, our outside friends will 
give us loans which will put gold into our central banks, 
which will give the treasury funds to aid immediate dis- 
tress, and which will enable us to get on a self-supporting 
basis again.” 
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Sucu Heir Given GERMANY IN 1924, HunGary In 1925, 
POLAND IN 1927—AmountTs NEEDED RELATIVELY SMALL 


_ These things were done later after internal currency 
disorders had brought about intolerable domestic conditions. 
When the German mark had dropped to a trillion to one, 
Germany submitted to the Dawes Plan, submitted to outside 
supervision, raised her taxes, cut her expenditures, restored. 
her currency to a gold basis and started up again. Austria 
submitted to a similar drastic change of policy when the 
crown had dropped to one fourteen-thousandth of its pre- 
war value in 1923. Hungary, in consideration of a loan, 
in 1924 adopted drastic internal financial reforms, stabilized 
its currency and submitted to foreign supervision of its in- 
ternal finances under Mr. Jeremiah Smith of Boston. Po- 
land in 1927, in consideration of a foreign loan, engaged 
in a similar house-cleaning and submitted to outside financial 
control under the supervision of the Honrable Charles S. 
Dewey who left-the United States Treasury to take the 
job, and who had power to countersign the expenditures 
made of the proceeds of the loan, to see that they were used 
for the purposes agreed upon. In all these cases, the loans 


did good, and in all these cases, the figures were relatively 
moderate. The biggest of these loans, the Dawes Plan 
loan to Germany in 1924, was approximately two hundred 
million dollars. The Austrian, Polish and Hungarian loans 
were very much smaller. Outside help, outside money, con- 


ditioned on outside supervision and drastic internal reforms, 
did good. 


But Briuions First WASTED IN SUPPORTING FOREIGN 
EXCHANGE IN 1919-20 


But these remedies, you will observe, came in 1924 and 
1927. The first help came in a form that struck directly 
at the foreign exchanges, and billions were wasted in 1919- 
20 in a futile supporting of the foreign exchange rates, which 
merely deferred the problem and allowed the finance minis- 
ter to go on with his reckless borrowing from the central bank 
and his reckless spending. 

There were four causes of the undue strength of the 


foreign exchange rates of Continental Europe in 1919 and 
1920. 
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Loans By U. S. GOVERNMENT PEGGED STERLING FROM THE 
ARMSTICE TO Marcu 20, 1919, anp SupporTED ALL 
ALLIED ExcHANGEs UNTIL JULY, 1919 


The first was continued loans by the United States 
government to the governments of our Allies in Europe. 
Our Congress in 1917 had authorized the Treasury to lend 
our European Allies ten billion dollars. Approximately 
seven billions of this had been loaned by the time of the Armis- 
tice. Nearly three billions more was loaned between the 
Armistice and June 30, 1919. In the first four months 
after the Armistice this money was used definitely in peg- 
ging sterling exchange. The firm of J. P. Morgan, acting 
for the British Government, and using the dollars drawn 
from the United States Treasury, was buying all the sterling 
offered in the market and holding sterling at a fixed rate. 
Others of our European Allies were receiving loans also 
from the United States Treasury, which they used in sup- 
porting their currencies in the foreign exchange markets. 
We had in the first four months after the Armistice exactly 
what the Keynes and Morgenthau plans would seek to ac- 
complish in the next postwar period—the actual pegging 
of exchange rates by using funds lent by the strong country, 
the United States. 

Four months after the Armistice J. P. Morgan & Com- 
pany announced that they would no longer buy sterling 
and there was a sharp drop in the price of sterling exchange 
and in the exchanges of all the Continental countries. But 
the Continental currencies continued to be far higher in the 
foreign exchange markets than the fundamentals justified. 
The loans from our government to European governments 
continued to provide funds with which these currencies were 
artificially supported, even though not actually stabilized.’ 


3] think it proper to say that virtually all of the post-Armistice loans were 
used in this way. There was the need for dollars to liquidate the cancelled war 
contracts between European governments and American industries. But 
Europe had at the beginning of 1919 approximately seven hundred million dollars 
of American balances growing out of loans that had been previously made by 
our government. The cancelled war contracts required somewhere between 
a half billion and a billion dollars.. At the most, Europe needed not over 
three hundred million of the post-Armistice loans to use for cancelled war 
contracts. The present writer made a very careful study of this matter in 
1920 when he was writing the Chase Economic Bulletin, Volume I, Number 1, 
October 5, 1920, called “Three and a Half Billion Dollar Floating Debt of 
Europe to Private Creditors in America.” This Bulletin together ‘with the 
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The post-Armistice strength of the foreign exchange 
rates was due, first, to the actual pegging of exchange for 
over four months with funds drawn from the United States 
Treasury and handled through J. P. Morgan & Company 

and, second, to the continuance of loans by the Treasury to 
European governments through June 30, 1919. This sup- 
postwar Teidation and reaction 


prices. Our export bald 
million dollars. 


we sent Europe six billion 350 million dollars worth of goods 
more than we received back from her. The Continent of 
Europe was flat on its back, was buying without limit of 
price or quantity all that she could get from us with her 
rapidly increasing paper money offered in the foreign ex- 
change markets. 

Of course we had a boom. Of course prices rose. Com- 
modity prices had reached a peak of 207% of pre-war prices 
in November, 1918. They reacted moderately down to 
March, 1919. Then they turned up under the infiuence of 
this terrific selling to Europe on credit to a new high of 
248% in May of 1920. 

Funds drawn from the United States Treasury to sup- 
port the exchanges will account for nearly three billion dol- 
lars of this. Where did the rest come from? Again, from 
the undue strength of the Continental exchanges. There 
was another factor in the strength of the Continental ex- 
changes which does not and cannot exist today. This was 
the prestige of governments and of paper moneys among 
the people of the world. Governments had kept faith in 
pre-war days amazingly well. Governments had been 
responsible. It was not believed that the government of a 
great country would let its currency deteriorate indefinitely. 








Chase Economic Bulletin of February 28, 1921, called “The Return to Normal” 
gives a very full account of the postwar boom and crisis, and the causes 
responsible for them. 
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When exchange rates went low, speculators and even fi- 
nancial institutions over the world were disposed to look on ~ 
them as bargains and believed that they would come back. 


Britain TAkes OvER THE Loap WHEN Our GovERNMENT 
Drors Ovrt, 1919-20 


With the cessation of our Treasury loans to our ~ 
European Allies, it seemed a reasonable expectation that 
the currencies of the weaker countries would go down rapidly 
and their ability to buy from us would speedily cease. Of 
all the belligerents of Europe, Great Britain only had got 
her financial house in order. She was balancing her budget. 
She looked forward to the return to gold at the old par. 
Confidence in Britain was high throughout the financial 
world. There was increasing concern in New York re- 
garding France, Italy, Belgium, and virtually all the other 
belligerents of Europe. But the buying power of the weak 
countries continued and although the exchange rates went 
lower, they all moved together. Sterling weakened with 
the other exchanges, and the other exchanges continued 
abnormally strong. Our boom went on. Exports con- 
tinued, not only to Britain but also to the Continent. Prices 
in the United States continued to rise. 

The explanation finally became clear. 

The point was that England had interposed her vast 
financial strength and financial prestige between us and the 
Continent. England was buying goods here with sterling 
or with borrowed dollars to sell on the Continent for francs, 
lire and marks, and the British foreign exchange market 
was buying the francs, and the lire which came to our New 
York foreign exchange market as we made direct shipments 
against francs and lire to France and Italy, etc. It was 
not a pegging of Continental exchange, but it was a support 
of Continental exchange by the financial strength and pres- 
tige of Great Britain. The boom went on until at last the 
deterioration of Europe’s internal finances became unen- 
durable, until we and Britain both ceased to take readily the 
weak exchanges of the Continent, until we ceased to be 


‘This point appears in print first in some paragraphs I wrote for Com- 
merce Monthly, issued by the National Bank of Commerce in New York, 
January, 1920, pages 19-20. 
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willing to increase our holdings of sterling or to increase 

our credits to England. Then we and England cut our 

losses, the boom was over, the great collapse came, American 

commodity prices dropped from 248 in May of 1920 to 141 

in August of 1921, and the Continent of Europe was in 

worse financial position by far than it had been at the time 
- ‘of the Armistice. 


ONE oF LorpD KEYNES'S HippEN PURPOSES 


The Keynes plan is evidently drawn with some recol- 
lection of this episode in mind. Section 14 of the Keynes 
plan offers as an argument for the plan that 


“This would give everyone the great assistance of multi- 
lateral clearing, whereby (for example) Great Britain 
could offset favourable balances arising out of her ex- 
ports to Europe against unfavourable balances due to - 
the United States or South America or elsewhere. How, 
indeed, can any country hope to start up trade with 
Europe during the relief and reconstruction period on 
any other terms?” 


It would have been very nice for England if the pro- 
posed Keynes or Morgenthau arrangements had been in 
existence during the boom of 1919-20, when England was 
buying in the United States with dollar obligations and 
sterling, and reselling at what looked like a profit to the 
Continent for francs, lire, marks, and so on. As things 
were she gave us her good dollar obligations and her pretty 
good sterling for the goods she sent, and she got the bad 
frances, lire, marks, Greek drachmae, etc., in exchange for 
the goods. Her expected profits turned out to be losses. 
But if there had only been an international fund in which 
she could have poured the francs and the lire and the drach- 
mae as constituting liquidation in full for her sterling and 
dollar obligations to the United States, and she had pru- 
dently remained net debtor to the fund, then she would 
have had her profits clear of risk. We should have given 
up goods, and we should have received in return a share 
in an international fund diluted.and deteriorated by bad 
drachmae, bad francs and bad lire. 
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WE SHovutp Have Hap Our READJUSTMENT AT 
THE END oF THE War 


Now there are a number of things to be said about this 
episode. The first is that we should have done far better 
to have taken our licking at the end of the war than to wait 
for nearly two years to get it. Everybody was braced for 
reaction and liquidation when the Armistice came. Our in- 
dustries and our banks were financially strong. Readjust- 
ment would have been severe but nothing like as severe as it 
was when it came two years later. 

After our government ceased to support the exchanges, 
private creditors in the United States provided an additional 
three and a half billion dollars’ to pour into the vortex. We 
had immense expansion bank credit in financing the export 
trade on credit, and in financing the accompanying boom 
phenomena in the United States. We had a frantic specu- 
lation in farm lands, centered in Iowa, that would not 
have occurred had the reaction come following the Armis- 
tice. We had an immense increase in agricultural debt in 
1919 and 1920. We would have done far better to have 
faced reality at the end of the war. 


Loans To Support ExcHANGE Din No Goop 


Second, I repeat, that all this vast credit to Europe used 
in supporting the exchange did no good. Continental Europe 
was in far worse financial and industrial position at the 
end of it than at the beginning. The finance ministers used 
the easy way so long as the outside world would take their 
currencies in the exchange markets. 

Third, England had terrific losses. She would have 
done far better to have made her readjustment in the win- 
ter of 1918-19. 


Mvucu SMALLER LOANS, CONDITIONED ON FINANCIAL 
ReEForms, Wou.tp HaAvE SoLveD PROBLEM 


Finally, very much smaller sums of money lent to Europe 
with discrimination and care, and conditioned on adequate 


°Three and a Half Billion Dollar Floating Debt of Europe to Private Credit- 


ors in the United States,” The Chase Economic Bulletin, Vol. 1, No. 1, Oct. 5, 
1920. 
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financial currency reforms on the Continent, would have 
turned the Continent of Europe up again, as indeed very 
much smaller loans, carefully supervised, given to the 
weakest countries individually did turn the tide at a 
later date. 

Very much smaller loans would have meant, for one 
thing, that Europe would have bought only what she needed. 
She would have bought foods. She would have bought raw 
materials. She would have bought other things essential 
to set her industries going. She would have developed her 
industrial power and her power to export and would have 
been in a position to send us a back flow of manufactured 
goods in return for the needed foods and raw material. As 
it was she sent us, through the whole of this period, a pitifully 
small volume of the manufactured gocds which she ought 
to have been producing herself. Our exports to Europe 
in 1919-20 ran very high in finished manufactures, including 
luxuries. The espisode did nobody any good. It weakened 
the world. 

The Keynes and Morgenthau plans, if carried through, 
would repeat this episode on a vaster scale. We should 
pour American dollars into the international fund which it 
would use in supporting the exchanges of all weaker coun- 
tries. We should export goods. We should have a boom 
based on the export of goods. We should finally “get fed 
up” with the drains on our dollars. We should cease to 
supply the unlimited dollars. The fund would deteriorate. 
The exchanges would crack. The exports would drop vio- 
lently, and we should have another crisis of 1920-21. 

The Keynes-Morgenthau plan puts the cart before the 
horse. It strikes at the symptom. It does not deal with 
the fundamentals. 


KEYNES AND MorGENTHAU versus THE RED Cross 


Now we must recognize frankly that there will be coun- 
tries on the Continent of Europe so stricken, so demoralized 
after the war that they will have no credit with which to 
buy goods, and that we and other countries which have sur- 
pluses must engage in an immense act of charity to help 
keep them alive. We should do this by Red Cross methods 
and on Red Cross lines. We should not call it loans, because 
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we shall not get the money back. We should call it gifts 
and charity. We should know exactly what we are doing 
and we should mark it off our books forthwith. 

We should limit the amount of it. We cannot feed the 
world. We cannot support the world. We can help. In 
every country, from the beginning, the government should 
be encouraged to be responsible, and their own people should 
be expected to do the main job. Of course the standard of 
life in Europe will be low when the war is over. Anyone 
who supposes that the world can go through the devastation 
of this war, and come out with a high standard of life, is deal- 
ing in fantasies. 

The Keynes-Morgenthau plan would make Red Cross 
work unnecessary—for a time. 'The weakest and most de- 
vastated of the Continental countries would have its quota 
in the international exchange stabilization fund. All coun- 
tries would start with drawing power upon this fund. Un- 
der these circumstances the Finance Minister of each coun- 
try would feed his own people instead of calling on the out- 
side Red Cross. He could do it by printing bank notes, 
and while the quota lasted no Red Cross would be needed. 

I would say that even in giving Red Cross aid to a 
stricken country, we should make strong representations to 
the governments of those countries directed toward the re- 
habilitation of their internal finances and currencies. Gifts, 
as well as loans, should do the recipient permanent good. 


Botu KEyNEs AND MorGENTHAU PLANS PUT THE 
BorRowERrs IN CONTROL OF THE LENDING 


Both the Keynes and Morgenthau plans put interna- 
tional lending into the hands of the debtors. 

The one great country which will be in a position to 
extend credits in the postwar period will be the United 
States. Some other countries, as Sweden, Switzerland, 
and the Argentine may be in a position to give some credits, 
but the majority control of the fund would be in the hands 
of the debtors, including Great Britain, even though the 
Morgenthau plan reserves a veto on certain points for the 
United States. Strong and weak alike, debtor and creditor 
alike, pool their resources and the debtors decide how to lend 
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them. Now this, I submit, is an unnatural and an unsound 
arrangement in priciple. If credits are to be safe, the credi- 
tor must be in a position to protect himself, and must be 
in a position.to impose conditions that will make the credit 
safe. 

When a would-be borrower is strong in a good credit 
position he meets no unusual terms at his bank. Other banks 
would be glad to have the business. But when a borrower 
is weak and needs emergency help, a bank, if it lends at all, 
will make sure that there is such a reform in the borrower's 
position that the loan will be good and will do good. A bank, 
a majority of whose board of directors are impecunious 
debtors to the bank and all of whom are eager to borrow 
more, would very speedily become a ruined bank. It is 
this kind of bank which both the Keynes and Morgenthau 
plans would create. 


WE SHOULD Do Our Own LENDING 


If we are going to lend to Europe in the postwar period, 
we should do it ourselves and not through an international 
institution. We should impose sound conditions to make 
the credit good. We should not impose selfish conditions. 
We should not impose capricious conditions. But we should 
impose conditions which will assure the return of solvency 
to the borrower, the balancing of the borrower’s budget, and 
the stabilization of his currency at a rate that can be main- 
tained against gold. We may well specify gold loans to 
put gold in the reserves of the central bank of the country 
we are aiding. We should simultaneously insist upon a 
money market policy in the country, including firm discount 
rates, which will protect the gold. 

The gold standard itself is a powerful deterrent to ex- 
cessive imports on the part of a country, and a powerful 
force working for an adequate volume of exports. Under 
the workings of the gold standard, an excess of imports 
tends to drain away a country’s gold. The responsible 
central bank, obliged to redeem its currency in gold, there- 
upon raises its discount rate and restricts credit. The restric- 
tion of credit to exporters hastens the sale of goods to foreign 
countries and compels them to make the necessary price re- 
ductions to get goods out. 
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KryNEs-MorcGENTHAU PLAN Dogs Not REQuIRE Bupcet 
BALANCING OR Firm Discount RATES 


Now, both the Keynes and Morgenthau plans have some 
suggestions as to dealing with weak countries which are using 
up their quotas too rapidly, and general statements regard- 
ing appropriate measures which the fund may take, but 
neither of them says anything about balancing internal 
budgets and neither of them says anything about firm dis- 
count rates to protect currency. 

On the contrary, it is the spirit of both plans to make 
these unnecessary, as the following two sections will show. 


BotH MorGENTHAU AND KEYNEs PLANS ARE CHEAP | 
Money PLANS Fy 


High interest rates are anathema to Mr. Keynes and high 
interest rates are anathema to Mr. Morgenthau. Our pres- 
ent government borrowing policy in financing a great war 
at rates of interest exceedingly low are made possible only 
by a constant expansion of bank credit. Money can be got. 
at these low rates from the banks, but cannot be got from 


investors in adequate volume at these rates. The low rates 
of interest on bank loans, moreover, are made possible only 
by continuing purchases of government securities by the 
Federal Reserve banks themselves, enlarging the base on 
which bank expansion takes place. Our pre-war policy from 
1933 on, following Lord Keynes’s monetary philosophy, was 
of the same character. Bank expansion was to supply the 
government with money, and the banks had their reserves 
enlarged by Federal Reserve purchases of government 
securities, by United States Treasury purchases of silver, 
and by gold flowing in from foreign countries. Lord 
Keynes’s objection to the gold standard, rests in large part 
upon the fact that it is a restrictive standard. He wishes 
bank credit to expand freely against government deficit bor- 
rowing, because he sees no other way to make prosperity | 
and full employment... The gold standard is a restrictive 
standard. It operates powerfully to hold undue credit ex- 
pansion down. It compels readjustment and liquidation 
when unsound tendencies exhibit themselves. That is to my 
mind one of its greatest merits. It is to LordKeynes’s mind 
its great demerit. 
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The Keynes and Morgenthau plans both would create 
new currencies which would be additional to gold in the re- 
serves of the central banks or of the various government 

- treasuries. The liabilities of the international bank would 
function as if they were gold assets in the hands of the insti- 
tutions which held them. They would relieve pressure on 
money markets everywhere, and remove or reduce the neces- 
sity for credit restraint through high interest rates. 


INTERNATIONAL REDISCOUNT AT 1% 


Finally we have the remarkable circumstance in connec- 
tion with both these plans that the international bank is to 
give its credit within the quotas without any charge at all 
and that when quotas are exceeded, it is to give its credit at 
a discount rate of 1%. Now this from the standpoint of 
the principles of sound central banking is utterly grotesque. 
A central bank should have its discount rate above the market 
rate. It should not make it possible for a member bank to 
rediscount in order to lend at a profit, and it should not give 
free credit at all. But here we have created a new central 
bank for the world, a new bank of rediscount for the -world 
which, lending to central banks or government treasuries 
money which functions as ultimate reserve money, lends part 
of it at no charge and the rest at 1%. No more powerful 
instrument of world inflation could be devised. It would 
be an instrument for world inflation—an inflation which 
would move progressively until the stronger countries, 
alarmed at the quality of the fund, and alarmed at the infla- 
tionary phenomena within their own borders, ceased giving 
credit to the fund, pulled up, and cut their losses. 

It is not to be expected that a fund constituted in this 
way, and managed by the debtor countries, would impose 
any adequate restrictions on fiscal deficits within the mem- 
ber countries, or require firm money rates within the mem- 
ber countries. 


** ABNORMAL WAR BALANCES” 
The term “abnormal war balances” as used in the Mor- 


genthau plans is not defined. I am assuming that it has the 
same meaning as the term “abnormal balances in overseas 
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WAR MEMO x 


To keep the Axis from our shores, 


keep after that ‘10% of gross payroll” 
goal in War Bonds, through the 
Payroll Savings Plan! 


ownership held in various countries at the end of the war” 

used in section 34 of the Keynes plan, which follows: 
“The position of abormal balances in overseas owner- 
ship held in various countries at the end of the war pre- 
sents a problem of considerable importance and special 
difficulty. A country in which a large volume of such 
balances is held could not, unless it is in a creditor posi- 
tion, afford the risk of having to redeem them in bancor 
on a substantial scale, if this would have the effect of 
depleting its bancor resources at the outset. At the 
same time, it is very desirable that the countries owning 
these balances should be able to regard them as liquid, 
at any rate over and above the amounts which they can 
afford to lock up under an agreed programme of funding 
or long-term expenditure. Perhaps there should be 
some special over-riding provision for dealing with the 
transitional period only by which, through the aid of 
the Clearing Union, such balances would remain liquid 
and convertible into bancor by the creditor country 
whilst there would be no corresponding strain on the ban- 
cor resources of the debtor country, or, at any rate, the 
resulting strain would be spread over 4 period.” 


THE BANKERS MAGAZINE for May, 08 





ANOTHER HIDDEN PURPOSE 


We come here to one of the hidden purposes of the 
Keynes plan which our Treasury has swallowed whole, and 
for which our Treasury plan has worked out a definite solu- 
tion. Lord Keynes is here proposing to transform Great 
Britain from the position of a very embarrassed debtor to 
the position of a strong and aggressive creditor, at the ex- 
pense of the United States. What are these abnormal 
balances which debtors must not pay back to their owners, 
but which the owners are somehow going to be able to use 
as if they were liquid cash?’ How were they created? By 
what right can they be withheld from their lawful .owners 
when the war is over? England is one great debtor of these 
balances. The United States are the other. 


BRITAIN’s EMBARRASSING BLocKED DEBTs 


British banks held large deposits in sterling when the 
war broke out, due to foreign central] banks in the so-called 
sterling area i. e. the British Dominions on a sterling basis 
and Scandinavian and Baltic countries which had followed 
England off the gold standard and hac chosen to let their 
exchanges fluctuate with sterling. They believed, as a mat- 
ter of course, that they could sell their sterling balances 
at, any time, expecting them to be transferable freely on the 
books of the British banks at the order of the owner of the 
balances. 

These “‘abnormal] balances” include refugee money. In 
part they represent gold that was sent by confiding outsiders 
to England to be sold in the British gold market for sterling. 
In part they are supposed to represent goods shipped to Eng- 
land, during the war, with payments made in sterling, but 
with the sterling balances subsequently blocked so that they 
could not be transferred. 

I have been unable to get figures even approximating 
the exact amounts, and I find a similar inability to get any 
estimate on the part of a great New York bank. My im- 
pression is, however, that the volume of this has grown 
rather than diminished during the war, and that restrictions 
on foreign exchange transactions in England, and ever 
growing restrictions on the transfer of foreign owned 
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balances from one account to another, have tied up these 
funds in great volume so that the outside owner cannot use 
them. He cannot get gold out of England for them. He 
cannot exchange them in England for currency of his own 
country, and he cannot even sell them in outside markets 
for whatever figure they will bring. ‘They are blocked. 

Now, we are similar holders, in much greater amount, of 
money which came to us for safety from Europe as Hitler’s 
strength grew. Much of it came to us in actual gold. And 
much gold came to us under Gresham’s Law after our de 
facto stabilization in early 1934. We had, to be sure, a very 
imperfect gold stabilization, but England had none at all, 
and gold left places which were more unsafe to come to a 
place which looked safer. 


“Hor Money” 


In the period from 1931 on there was a great deal of 
“hot money,” nervous money, jumping about from place 
to place seeking safety. The origin of this money was in 
the excessive bank expansion of the 1920’s. Bank balances 
had risen tremendously under the cheap money policy of 
the 1920’s. Sterling had been over-expanded. The Brit- 
ish banks had made loans which created new sterling de- 
posits far in excess of what was justified by the gold reserve 
position of the Bank of England, and foreigners had got 
hold of these sterling balances because England had spent 
them abroad or had loaned them abroad. We had over-ex- 
_ panded credit in the 1920’s, creating very excessive dollar 
deposits, and a great many of these were in foreign hands be- 
cause we had made excessive dollar loans to foreign countries. 

When the foreigner tried to cash in these excessive Brit- 
ish liabilities for gold in 1931, England quit paying gold and 
went off the gold standard, but the balances even grew as 
gold came to England from India and other places to buy 
sterling when sterling went low. The excessive amount is 
due primarily to the excessive expansion of credit in the ’20’s. 
The nervousness of the funds is due to the deterioration in 
quality of this excessive credit, and to the abandonment 
of gold. 

If, after the war, England removes exchange restric- 
tions, and the owners of these balances are free to sell them 
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for what they will bring, the fear is that sterling will break 
to very low levels. ‘The fear is that England will not have 
enough gold to protect sterling except at very low levels. 
The fear is that England will have to turn to the United 
States for financial aid, or may be obliged to deal with 
creditors whom she cannot pay, as an embarrassed debtor 
usually does. England is proud and does not wish to occupy 
this position. 


THE Funp. to TAKE Over Britain’s DEBTs 


The proposal therefore in the Keynes and Morgenthau 
plans is that the international bank shall take over these 
abnormal balances for prolonged periods, and create new 
credits in bancor or unitas which the countries who hold these 
balances in England may use as liquid cash for international 
purchases. England, relieved of the pressure of these debts 
would then be in a strong position. The proposal is further 
that the governments of the world shall unite to prevent 
capital transfers, making it somehow discreditable for credit- 
ors to want their money. And the proposal would put us, 
with our gigantic sums of gold, in the position of practicing 
the same thing, because we hold these “abnormal balances.” 

























By Wuat Rieut CAN WE or BriTAIN REFUSE TO Pay Our 
INTERNATIONAL DEBtTs? 


Now, I ask by what right the United States could re- 
fuse to pay in gold those foreigners who have trusted us 
with their nervous money, or those who have sent us their 
gold to escape Hitler? There is supposed to be a great deal 
of gold of the Bank of France in the United States. By 
what right could we withhold it from the Bank of France 
in a France under a government recognized by our govern- 
ment? By what right can England withhold the funds which 
came to her from the sterling bloc which she so encouraged 
after she left the gold standard? British financial writers 
have even scolded this sterling bloc. I quote the following 
from the London Economist of September 2, 1939, page 452. 





“The fall in sterling is an international as well as a 
domestic problem. Its international character has al- 
ready been reflected in the realignment of currencies 
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formerly adhering to the fairly compact sterling bloc, 
of which the details will be found in a subsequent: note. 
All that need be said of the incipient disintegration of 
the bloc is that it is unfortunate in so far as it may be 
the preclude to increased exchange instability, but that 
from the point of view of sterling it is not an unmixed 
evil. For some years past the British Exchange 
Equalisation Account had found to its cost that the ad- 
herence of certain foreign countries to the sterling bloc . 
had been a factor of instability and not of strength. 
Many sterling bloc countries have panicked into and then 
out of sterling with the abandon of the most highly- 
strung speculator. Some of the hottest of London’s hot 
money has consisted of the sterling reserves of the sterling 
bloc, and their partial disappearance will not be altogether 
a loss.” 


There are various comments to be made on this passage. 
One is that it is evidence enough that there is no stability 
in a currency unanchored to gold, and that the British 
Equalization had found this out to its cost for several years 
before the outbreak of the war. But the other is that it 
throws light upon the character of these abnormal balances 
which Lord Keynes and Mr. Morgenthau propose to re- 
lieve England of the necessity of paying. 

Gold is supposed to have come to England after the 
invasion of Norway from the Central Bank of Norway, 
carried through the streets of Oslo in small amounts, and 
taken out in small ships. May England withhold this from * 
the National Bank of Norway as an “abnormal war balance” 
when Norway seeks to resume her strength? Or may Eng- 
land force the National Bank of Norway to take instead 
of the gold a dubious credit in an international bank in terms 
of “bancor” or “unitas” for part of it? 

The world will have great confidence in the long run 
future of Great Britain when this war is over and we and 
Britain are victors. The world will show forbearance for 
England’s financial difficulties if England faces them 
squarely. Let England pay those who have trusted her, 
if she can. If she cannot, let her tell her creditors the facts 
and let her ask their indulgence and let her make agree- 
ments with them. 
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We for our part are entitled to no indulgence whatever 
with respect to these abnormal balances. They belong to 
their owners. We have plenty of gold. We can pay them 
and we should pay them even if we tighten our money 
markets in the process. 

Something must be done toward creating a new confi- 
dence in the world that great governments and central banks 
are going to respect their obligations and to their best to pay 
them. We must not create a great international financial 
machinery the purpose of which is to let bankrupts ride with 
their heads high on the shoulders of the solvent. 


ILLieum AssETs FOR CENTRAL BANKS 


The provision of the Morgenthau plan goes into great 
detail for dealing with these “abnormal balances.” Coun- 
tries are to co-operate to prevent their being transferred, 
but the countries which own them may sell them to the inter- 
national fund, and the international fund is gradually to be 
paid off up to 80% of these balances by the end of twenty- 
three years, at which time it will still hold 20% of them. 
The international fund is to get 2% interest on the balances 
it holds, one-half paid by the country which sells them and 
one-half paid by the country which owes them. The volume 
of international currency, unitas or bancor, will thus expand 
against these illiquid balances at a discount rate of 2%. 

Our Federal Reserve system is allowed to take com- 
mercial paper running only sixty days. In general, central 
banks are supposed to take only the prime’ paper of the 
country in which they operate and paper of a very short 
maturity. This international bank of rediscount is to give 
credit at 2% on twenty-three year loans and hold 20% of 
the loans indefinitely thereafter. The violation of sound 
financial principles could hardly go further. 


THE COMPOSITION OF THE INTERNATIONAL _Funp—How 
THE Funp WovuLp Work 


The Keynes bancor fund starts out with neither assets 
nor liabilities. At the opening of its books on the first 
morning of its existence it would show assets of zero and 
liabilities of zero. We may assume that the transactions on 
the first day involved the sale to the fund by the Stabilization 
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Fund of the United States of ten million dollars worth 
of French francs, francs which had been created by the 
export of goods from America to France, in the form of 
an order to pay francs drawn on a French importer, a bill 
of exchange. These francs were then sold by the American 
exporter to his bank, which in turn sold them to the Federal 
Reserve Bank, which in turn sold them to the Stabilization 
Fund, which in turn sold them to the international fund. 
The international fund would pay for these francs by giving 
a deposit credit in bancor to the United States Stabilization 
Fund equivalent to ten million dollars. We may assume 
that the fund would then sell the francs it had purchased 
to the Bank of France, requiring payment in bancor. The 
Bank of France has no bancor, but it has an overdraft privi- 
lege with the fund. The fund thereupon debits the Bank 
of France in bancor in an amount equivalent. to ten mil- 
lion dollars, and turns the francs over to it. If these are 
the only transactions of the day, the books of the international 
fund would show at the end of the day deposits in bancor 
equivalent to ten million dollars due to the. United States 
Stabilization Fund, and loans (or overdrafts) to the Bank 
of France equivalent to ten million dollars in bancor. The 
books would balance. We should be creditor to the fund, 
France would be debtor. 

What could we do with the bancor? We could not get 
goid for them. The fund has no gold and in any case the 
Keynes plan provides that the bancor shall never be re- 
deemed in gold. We do not want the one asset which the 
fund has, namely, a loan in bancor to the Bank of France. 
The only use we could make of our deposit in bancor is to 
transfer it to the central bank or the exchange stabilization 
fund or the treasury of some other country to which we 
happened to owe money, and which was also a participant 
in the fund. There would presumably be no such country 
when the fund started. Very speedily the fund would ac- 
cumulate a big balance sheet, as we exported goods to weak 
countries, receiving our pay in bancor deposits on the books 
of the fund, and the fund took in the liabilities of the import- 
ing countries. 

A fund starting with nothing is rather more than Mr. 
Morgenthau could stomach, evidently. He wanted a fund 
with some real resources. He has provided that the fund 
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shall be constituted by each country putting something in 
to start with. The fund is to start with at least two billion 
five hundred million dollars, being half of the aggregate 
quotas of the member countries which is to be not less than 
five billion dollars. The amount to be paid in by each country 
at the beginning should consist of 1212% of its quota in gold, 
1214% of its quota in local currency and 25% of its own 

~ (i. e. government) securities, except, however, that coun- 
tries having less than three hundred million dollars in gold 
and countries having less than one hundred million dollars 
in gold need provide initially only 742% and 5%, respec- 
tively, of their quotas in gold. 

Mr. Morgenthau’s fund is thus a curious mixture of assets 
and liabilities. 'The gold put in, and the dollars which we 
should put in would be assets of the fund, from the stand- 
point of the international balance sheet, exceedingly helpful 
to the fund in meeting liabilities. The French franes, Greek 
drachmae, and pounds sterling put into the fund would 
hardly be elements of strength from the standpoint of the 
international stabilization of exchange. The bonds which 
the government of France and the government of Greece 
put into the fund would serve to dilute the fund rather 
than to strengthen it. But in all events, Mr. Morgenthau 
would have an aggregate of gold and pieces of paper all of 
which he could measure in dollars, and all of which he could 
measure in unitas. 

The operation of the fund under Mr. Morgenthau’s plan 
would be essentially like those under the Keynes plan. If 
we sold French frances, we would get unitas deposits as 
credits. The Bank of France buys francs from the fund 
and gets a loan in unitas or it has an overdraft with the fund. 


Two Kinps or Unriras DEposits 


The Morgenthau plan provides that deposits in terms 
of unitas may be accepted by the fund from member coun- 
tries upon the delivery of gold to the fund, and shall be 
transferable and redeemable in gold, and that the fund shall 
maintain 100% reserve in gold against all unitas deposits. 
I believe that this last provision is quite impossible. Unitas 
deposits will arise whenever a creditor country sells foreign 
exchange to the fund, and gets credit therefor on the fund’s 
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books. Unitas deposits must greatly exceed the fund’s gold. 
We should speedily have two kinds of unitas deposits, one 
with 100% reserve redeemable in gold, and the other, the 
ordinary unitas, with a much smaller reserve of gold and not 
necessarily redeemable in gold. The latter could be ex- 
pected to go to a discount as compared with the former. 
I think that the American plan has not been well thought 
out. The Keynes plan on this point has at least the merit 
of consistency. All bancor are of the same kind, and all 
are of dubious quality. 


THE INTERNATIONAL FuND, AND DomEstIc 
MonrEy Market ContTroL 


The foregoing account of actual transactions in the plan 
reveals a point which I think the Treasury has not under- 
stood, namely, that to the extent that our Federal Reserve 
bank or our Stabilization Fund handles the foreign exchange 
transactions of the country through the international fund, 
we affect our domestic money market in an undesirable man- 
ner. If we are exporting heavily, and our Stabilization 
Fund is buying foreign exchange here to sell to the interna- 
tional fund for unitas deposits, we are simultaneously creat- 
ing additional bank reserves in the United States, and mak- 
ing the money market easier. If the Federal Reserve banks 
buy foreign exchange they pay for it with checks on them- 
selves, and the effect is the same as if they were buying govern- 
ment securities or acceptances or anything else. These checks 
deposited in member banks are by them re-deposited in the 
Federal Reserve banks, increasing the reserve balances of 
the member banks, and making the money market easier. 
The same thing is true if the Stabilization Fund deals di- 
rectly with the foreign exchange market. Its assets are 
gold. It puts the gold or gold certificates into the Federal 
Reserve banks, to get the dollars with which to buy the 
foreign exchange. It pays for the foreign exchange with 
checks on the Federal Reserve banks and this increases mem- 
ber bank reserves. The ability of the country as a whole 
to expand credit at home increases the more we extend credit 
to foreign countries. 

This obviously suggests that something is wrong. The 
thing that is wrong is for central banks or governmental 
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stabilization funds to be the main instrumentality in foreign 
lending. If member banks buy foreign exchange, paying 
for it with deposit credits, they increase their deposits while 
their reserves do not increase, and their ability to lend fur- 
ther is diminished thereby. This is as it should be. We 
ought not to buy too much foreign exchange. We ought 
not to export too much on short credit. The really desirable 
way to get needed money for foreign countries is not to get 
it from either the banks or the Federal Reserve banks or 
the Stabilization Fund, but to get it from private investors 
out of the savings of the people. We ought not to finance 
a one-sided flow of exports on short credits. Long credits 
should be given by investor’s money, under carefully 
restricted conditions as indicated above. 


OUTLINE OF A FUNDAMENTAL SOLUTION 


I condemn the Morgenthau and Keynes plans in toto 
as putting the cart before the horse, as encouraging rather 
than checking unsound tendencies at home. We want 
foreign exchange stabilization, but we can get it only as part 
of a much more comprehensive treatment of fundamental 
disorders. We must make foreign loans, but we must con- 
dition them on internal financial and currency reforms in the 
countries to which we lend. These loans should be made 
with investor’s money rather than with reserve money. The 
government has no money except as it taxes the people, 
or as it borrows from the banks or the people. The first 
financial aid must be governmental because the risks are too 
great for private capital to be willing to venture. But as I 
have indicated above, the first aid should be Red Cross aid 
rather than loans. No loans should be made that are not 
good, and none should be made without strict conditions. 

The government must act first, not merely in Red Cross 
activities, but also in creating a strong, safe peace, a peace 
that we can believe will be permanent. Had we followed 
Woodrow Wilson’s plan in 1919, we should have had such 
a peace. We should have had a strong and upright League 
of Nations which, combining strength with justice, would 
have pacified the world. The first foundation of inter- 
national credit must be a strong political settlement, not a 
financial patchwork. ~ 


THE BANKERS MAGAZINE for May, 1943 





Then, as a vital part of world reconstruction, we must 
turn toward freer trade throughout the world, so that debtor 
countries needing to pay can pay with goods, so that creditor 
countries receiving pay can receive goods, so that the countries 
of Continental Europe, needing food and raw materials from 
us, can pay for them with dollars, not obtained by borrow- 
ing but by working and sending us their finished manufac- 
tures in exchange for raw materials and foods. 

At this point, I congratulate the Chamber of Commerce 
of Ios Angeles upon the endorsement which it has given 
to Secretary Hull’s request for a renewal of his power to 
negotiate reciprocal reduction of tariffs throughout the 
world. You have shown yourselves to be realists. We want 
to export goods and be paid for them by goods coming back. 
We do not wish again to export vast quantities of goods 
against promises to pay, and then refuse payment in the 
only way in which the debtor can pay, namely, the goods. 
The great causes for the break down of international credit 
in 193i were: 


1. The excess amount of such credit created by cheap 
money policy in the ’20’s; and 


2. The great growing fabric of tariffs and other trade 
impediments which prevented the movement of goods. 
and threw the whole burden of payment of inter- 
national debts upon gold. 


Given real progress along these lines, however, I am 
satisfied that we can get investor's money in adequate 
amount for the loans that Europe needs and ought to have. 

I cannot at all accept the proposition recently made by 
Mr. Harry D. White of the United States Treasury®, sup- 
posed author of the Morgenthau plan, that it is futile to look 
to the private investors to supply more than a small part. 
of what capital is needed for the more urgent postwar re- 
construction needs and that it must be handled by govern- 
ments. In this same statement Mr. White refers to the 
billions of dollars of foreign exchange needed for this pur- 
pose. I think that the United States Treasury has come into 
an unreal world through the ease with which it has been able 
to borrow money from the banks in recent years. Money it 


*American Economic Review, Supplement, March, 1943; page 383. 
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ean create this way. Capital is another story. And surely 
we must pull up speedily in this terrific use of bank credit. 

In this connection, however, one thing is to be said. The 
bank expansion which has already taken place has put into 
the hands of private individuals billions and billions of dol- 
lars of bank deposits in excess of anything they ever pré- 
viously held, and these funds would seek foreign investment 
at rates of interest that gave compensation for risk, under 
conditions which tempted venture capital. Let the govern- 
ment make a strong political settlement, let the government 
open trade lines, let the government co-operate with the 
bankers in seeing to it that reforms on the other side accom- 
pany the offer of European loans on this side, and we should 
get investor's money for the rehabilitation of Europe. 
Foreign loans made in the ’20’s were discredited by disas- 
ters of 81 and ’82, but foreign loans can be made good if 
we will avoid the follies that we engaged in in the ’20’s. And 
the follies of the ’20’s would look miscroscopic if we adopted 
the Keynes-Morgenthau plan. 
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Investment 
and Finance 


Epritep sy OSCAR LASDON 


SEC UTILITY POLICY 


TILITY analysts are calling attention to the decision 

U of the Securities & Exchange Commission in the 

United Light & Power dissolution. This opinion, it 

is observed, affords some measure of recognition to common 
shareholders of public utility holding companies. 

In this decision, the Commission has committed itself 
to a policy of granting some equity to common stockholders 
of utility holding companies where these stockholders have 
a “legitimate investment value existing apart from the duty 
of liquidation imposed by statute.” This “legitimate in- 
vestment value” may be described as the interest of the com- 
mon in net income above fixed amounts applicable to senior 
securities, where there is a reasonable claim to such income. 

The Commission stated that the rights and priorities of 
preferred stockholders are not the same under a forced dis- 
solution by Act of Congress as they are in a bankruptcy, 
where claims to preferences, including dividend arrearages, 
are treated as matured. In other words, it refused to apply 
a “bankruptcy technique.” 

In the United Light & Power case, the preferred stock 
was outstanding in the principal amount of $60,000,000. 
In addition, the preferred shareholders had a contract right 
to an additional $38,700,000 of accumulated arrearages, 
either in liquidation or before dividends could be paid on 
the common. And while this total claim amounted to $98,- 
700,000, and the SEC came to the conclusion that the assets 
of the company were valued at much less than this amount, 
it nevertheless found that the common merited a 5 per cent 
participation in the assets of the company. 

Even though the Commission found some equity for 
the common, it maintained that treatment accorded the pre- 
ferred conformed with the rule of “absolute priorities” re- 
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cently reemphasized in the St. Paul case before the Supreme 
Court. It affirmed the fact that preferred stockholders 
must be fully compensated for their rights and priorities 
before common shareowners could be allowed any partici- 
pation. However, it justified its finding of equity for the 
common by pointing out a fundamental distinction between 
dissolutions under Section 11 of the Holding Company Act 
and proceedings under the Bankruptcy Act. 

The Commission noted that there was no question of in- 
solvency or financial embarrassment in the United Light & 
Power case. In pointing out that this was a forced dissciu- 
tion in compliance with an Act of Congress, it maintained 
that the Holding Company Act was meant to provide a 
continuation for the stockholders “as though in. a continu- 
ing enterprise.” According to the Commission, liquida- 
tion must not be allowed to add value to one class of securi- 
ties—in this case the preferred—at the expense of another. 

Both preferred and common shareholders, according to 
the Commission, receive fair and equitable compensation 
if their rights are measured—not in terms of the situation - 

, created by the Holding Company Act but rather in terms 
of the situation terminated by it. In other words, the situa- 
tion should be treated as though no liquidation were to take 
place. 

The Commission felt that the preferred shares would be 
enriched at the expense of the common if the arrearages 
of the preferred were accelerated so as to entitle them to 
all the assets of the company and, accordingly, to all the 
earning power of those assets in perpetuity. A portion 
of such earning power, it was noted, would otherwise have 
been applicable to the common stock. 

Where the Holding Company Act requires simplifica- 
tion, merger, or distribution of the assets of a company in 
liquidation, states the Commission, fair and equitable stand- 
ards do not require the Commission to consider liquidation 
rights as having matured. 


Fiscal Problems 


The Treasury Department has released the report of 
the Committee on Inter-governmental Fiscal Relations, 
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which has made a searching study of Federal, State and local 
tax problems. The Committee, consisting of Dr. Harold 
Groves of the University of Wisconsin, Dr. Luther Gulick 
of the Institute of Public Administration, and Dr. Mabel 
Newcomer of Vassar College, has been at its labors since 
1941. 


Observing that the overlapping of Federal, State and 
local taxation continues to increase in both area and volume, 
the Committee does not find that correction can be achieved 
through the. application of some grand formula; it is be- 
lieved that the solution will be found in co-ordination and 
co-operation of the various governments, rather than through 
subordination and coercion. ‘Tax conflicts, it is remarked, 
are not only bad for the taxpayer and the governmental 
bodies involved, but are also bad. for the Federal system 
itself. 

Recommended is the creation, by Congress, of.a joint 
Federal-State Fiscal Authority. This Authority would 
administer no taxes and would dictate no decisions as to 
either the Federal Governments or the States. It would 
merely be an official advisory and negotiating body, quali- 
fied to make impartial suggestions on matters of conflicting 
taxation and joint fiscal policy. 

In connection with fiscal policy and public investment, 
it is suggested that the Government underwrite the main- 
tenance of a high level of economic opportunity and full 
use of resources and plant capacity of the United States. 
and budgeted public investments which will, as far as pos- 
This should be accomplished, the report states, by selected 
sible, pay for themselves during their period of usefulness. 
In other words, these expenditures must be highly creative 
in the economic sense and each item of outlay should con- 
template a closed circle of outgo and intake through direct 
collections from the beneficiaries of the investments, as well 
as indirect collections through the tax system. 

Maintenance of confidence within the private sector 
of our economy is recognized as one of the big problems 
of the post-war era. And the report notes that this con- 
fidence cannot be maintained with such slogans as “et us 
spend ourselves into prosperity.” Such slogans might 
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create more unemployment than they alleviate. More ac- 
ceptable to private business is the psychology and account- 
ing of a sound public investment program. 


Gold Standard 


The gold standard will prevail in the period of monetary 
reconstruction which follows the war, according to Profes- 
sor E. W. Kemmzerer. President of the Economist’s Na- 
tional Committee on Monetary Policy. 

Writing in a recent issue of the Commercial & Financial 
Chronicle, Dr. Kemmerer outlines four important reasons 
supporting this conclusion. 

In the first place, notes Dr. Kemmerer, there is the mat- 
ter of public confidence to be considered, and this is why 
the world wiil want to return to the historic gold standard 
rather than experiment further with managed paper-money 
standards. The instinct for gold, he observes, is a primi- 
tive one. 

Secondly, it is obvious that the gold standard embodies 
much stronger resistances to fiscal and political exploitation 
than any non-metallic standard in human experience. Highly 
managed paper-money standards continually find them- 
selves under political pressure. 

Furthermore, it must be realized that the three leading 
post-war nations have strong vested interests in gold. The 
end of the war, he remarks, will find most of the world’s 
monetary gold owned by the United States, the British 
Empire and Russia. In addition, that is where most of the 
production will occur. While these are nationally selfish _ 
reasons, they are nevertheless important in determining the 
future of the gold standard. 

Finally, there is little question that, for a long time to 
come, gold will offer the only early prospect of an inter- 
national monetary standard on a large scale. Dr. Kem- 
merer calls attention to the fact that the great post-war 
monetary problem will not involve the creation of scores 
of independent, nationalistic, and politically managed stand- 
ards. Rather, the problem will be one of restoring the in- 
ternational gold standard, and improving it. 
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Readers interested in the complete text of Dr. Kem- 
merer’s statement, may secure copies from the Economist’s 
National Committee on Monetary Policy. 


Treasury Finance 


Despite the extremely heartening success of the $13 
billion Treasury loan drive, much more remains to be ac- 
complished in the financing of the war effort throughout the 
remainder of the year. 

The Treasury has estimated its borrowing requirements 
for the year at some $70 billion. Of this total, it hopes 
to obtain some $22 billion from banking sources, as against 
$48 billion from non-banking investors. Of the latter figure, 
it is anticipated that $25 billion will be forthcoming from 
individuals. 

In connection with individual purchases of War Bonds, 
the Government is now asking people to invest more than 
the previously requested 10 per cent. Everyone with an 
income over the barest subsistence level, according to the 
Treasury, must be reached and impressed with the necessity 
of doing his bit. Increased participations in payroll savings 
plans are desired, as are increased monthly purchases by the 
ordinary investor. 

The Treasury also expects that business enterprises will 
step up their purchases. During the last half of 1942, it is 
pointed out, business accumulations were 72 per cent in- 
vested in Government securities. ‘The Treasury hopes that 
the proportion of such accumulations invested in Govern- 
ment securities will reach 85 per cent later in the year. To- 

, tal business accumulations of corporations other than banks 
and insurance companies, incidentally, are estimated at $20 
billion for 1943. 

In the field of personal savings, the last half of 19438 
witnessed 47 per cent being invested in Government securi- 
ties. By the final quarter of this year, the Treasury hopes 
the ratio will have risen to 75 per cent. 

Basis for the Treasury’s allocation of borrowing among 
the various investment groups is predicated on the assump- 
tion that each dollar of deficit—each dollar of spending— 
is matched by a dollar of income in the hands of individuals 
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or business. In other words, for every dollar of production, 
there is a dollar of income, and the portion of this income 
that is not returned in the form of taxes finds its way into 
individual or business hands as personal savings or business 
accumulations. 

Naturally, the whereabouts of this income, and its use 
are highly important. There is more income after taxes 
than ever before, and less goods being produced against 
which this income can be applied. At the same time, the 
Government is spending more than it is receiving in the way 
of taxes. And these idle dollars can find no better or safer 
resting place than in Government securities. 


© 
Price Levels 


Some interesting data on the rise in wholesale prices and 
cost of living are presented in a recent issue of the League 
of Nations Monthly Bulletin of Statistics. 

In this country, the end of 1942 witnessed, a 32 per cent 
rise in wholesale prices over that prevailing in the first half 
of 1939. During the same period, the cost of living rose 
22 per cent. These increases were more than those ex- 
perienced in Canada even though prices in Canada started 
to rise immediately after the outbreak of the war. Whaole- 
sale prices here did not start to move up until the end of 
1940, while the cost of living only started up in the second 
quarter of 1941. 

Wholesale prices in the United Kingdom were prac- 
tically unchanged in the last nine months of 1942, at a level 
some 65 per cent above the January-June 1939 average. 
Cost of living, about 30 per cent above that average, has 
shown little change since the beginning of 1941. 

Increases of 40 per cent in wholesale prices and 20 per 
cent in the cost of living have been experienced in Australia 
and New Zealand. 

In India, in the period from the beginning of the war 
until the end of 1942, wholesale prices have moved up almost 
130 per cent, and the cost of living about 65 per cent. More 
than half of these increases took place after February, 1942, 
when the country was preparing for military operations. 
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Egypt, still closer to the war zone, felt a 100 per cent 
increase in wholesale prices and an 80 per cent rise in the 
cost of living by July 1942. In China, however, both levels 
were up some 500 per cent above the pre-war averages. 

During this same period, the movement of industrial 
share values is also worthy of attention. At the end of 
1942, the market value of industrial shares was 3 per cent 
above the pre-war level in Australia, and somewhat higher 
in the United Kingdom. On the other hand, during this 
same interval, market value was down 15 per cent in the 
United States and 25 per cent in Canada. In all these 
countries, the markets have reflected the varying fortunes 
of war, but all have been on the upgrade since the first or 
second quarter of 1942. 

One of the greatest rises in share values has taken place 
in Mexico—almost 300 per cent, without any comparable 
rise in the price indices. A different situation has occurred 
in Chile, where prices have risen considerably and share 
values, after wide fiuctuations, dropped to a point 7 per cent 
below the pre-war level in the middle of 1942. 

In Axis controlled Europe, despite stringent restrictive 
governmental measures, share prices have soared. Infla- 
tionary tendencies, excessive liquidity, and lack of confid- 
ence in the currency have forced share values up far above 
the pre-war level. In December, 1942, for example, share 
values were up 500 per cent in France, nearly 300 per cent 
in Hungary, 270 per cent in Belgium, and by over 80 per 
cent in the Netherlands. In Germany, where share values 
had risen nearly 60 per cent by the end of 1941, little change | 
has occurred since because of restrictive orders. 


Bank Reserves 


The Annual Report of the Federal Reserve Board notes 
that “a considerable amount of reserves will have to be pro- 
vided by Federal Reserve purchases of Government securi- 
ties, by reductions of reserve fequirements, or by a com- 
bination of the two.” Commercial banks are being called 
upon to add extensively to their holdings of Treasury is- 
sues and this investment expansion is draining away their 
excess reserves. 
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The Reserve Board presents some hypothetical calcula- 
tions. By the end of 1944, assuming that commercial banks 
take half the increase in the public debt and currency expands 
at the rate of $6 billion per annum, the elimination of re- 
serve requirements alone would not prevent reserves from 
disappearing entirely. Of course, existing authority does 
not presently permit the elimination of reserve requirements. 

Assuming that the reserve needs of member banks were 
met entirely though open-market purchases by the Reserve 
banks, the latter’s holding of Government securities would 
aggregate about $26 billion by the end of 1944. 

The Board is well aware of the inflationary risks inherent 
in Government bank borrowing. If commercial banks and 
Federal Reserve banks purchase half of the expected volume 
of Government bonds expected to be sold, we could con- 
ceivably run into a situation where the national income 
would total $225 billion, of which about one-third would rep- 
resent inflated values. Also, total deposits and currency 
in circulation would reach somewhere in the neighborhood 
of $160 billion by the end of 1944. 

Excess reserves are now at the lowest level in five years. 


HIGH ADVENTURE IS BEFORE US 


Once again we shall face a world of feverish and bewildering change. 
Nothing could be more fatal than to regard the war as only an interlude. 
For if war is the disastrous conclusion of one chapter of human experi- 
ence, it is also the dynamic beginning of another. Politically and econ- 
omically it is a violent effort to force a new world settlement, or more 
accurately, to carve out a basis for one. In the world of scierce and 
technology the pressures of war open the throttle wide. “Already,” says 
Dr. Stine, DuPont’s adviser on research, “our world of 1940 is so distant 
in the past that it has become an antiquity as seen through scientific eyes. 
The inconceivables of two years ago, (he adds) are today’s realities.” 
Everett Case, 
President, Colgate University 
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IN 
WASHINGTON 


Excerpts from Washington Banktrends Weekly 
Review, Washington, D. C. 


WORLD MONETARY ACCORD: Talks with foreign monetary 
experts are continuing. The Netherlands' officials 
are here, to be followed by the Australians. Treas- 
ury officials emphasize that the proposals offered 
are in the hope of finding a basis for agreement, not 
subscription to a "plan." It would not be sur- 
prising if Lord Keynes, author of Britain's pro- 
posal, later appeared here. 


OPA SITUATION CRITICAL: The situation at OPA is 
explosive. First, there is inflationary pressure 
through rising prices and failure to control 

wages, plus the totally inadequate tax policy. 
Second, is the difficulty with personalities, stand- 
ing for different approaches in achieving price 
control. In both cases, there is need for stubborn 
firmness with aggressiveness in the making of 
decisions and defending them. 


MANPOWER DOUBLE-TALK: Some clarification of the 
difficult position that banks are in under WMC 
policy, may soon break through. Many banks have 
written to the Commission, begging for advice. 
Replies were Delphic sentences such as : We "recog- 
nize that there are a number of important civilian 
activities, vital to the war effort, and among them 
banking, from which it is not contemplated that 
employees should transfer under the work-or-fight 
order." Analyzed, this contains nothing positive 
or definite. That is, bank employees are declared 
neither essential nor non-essential. They are 
between the devil and the sea, WMC officials dis- 
cussing the matter say they mean "that bank em- 
ployees are not likely to drafted to essential 
industries without some further formal order." 
However, they now promise further clarification. 
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BANKS AND LABOR: When the Supreme Court declined to 
review the order of the National Labor Relations 
Board, which has long fought to force the Bank of 
America NT&SA to recognize a CIO organization and 
rehire a member of that union, all large banks of 
the nation became prospectively involved. This case 
opens wide the doors for CIO organization of bank 
employees whenever and wherever it chooses to begin. 
Fundamentally, the fight of the B of A was on behalf 
of all large banks. The request for review of 
NLRB's order, which was rejected, was based on the 
following: (a) That the bank is not engaged in com- 
merce within the meaning of the interstate commerce 
clause; (b) that the bank is an agency and instru- 
mentality of the U. S.3; (c) that the Board's find- 
ings are not supported by "Substantial evidence"; 
(d) that the Board relied upon expressions of 
opinion of employees--"Surmise and suspicion"; 

(e) that the Board refused the bank the right to 
subpoena witnesses and evidence. The refusal to 
review leaves the NLRB's order to comply in effect. 


THE RACC FIGHT: No new action but hearings hoped for 
early in May before a Senate banking subcommittee. 
This is a period of very watchful waiting with ABA 
officials planning all-out effort to pass the Wherry 
Bill which orders RACC liquidation. But each week 
of delay means more RACC loans. Senator Wagner 

(NY), New Dealer, is the kingpin now, in so far as 
the promised hearing is concerned. He can find many 
reasons for delay, if he wishes. 


THE PCAs DIVIDE BANKERS: The bulk of letters reach- 
ing Congress emphasize the competition of the PCAs. 
There is some confusion, even in the minds of 
Senators and Representatives, over RACC and PCA. 

The drive to force liquidation of the RACC__diffi- 
cult as it has been to inaugurate__is comparable to 
driving Rommel from the border of Egypt. To curb 
the PCA is like taking Tunisia. However, there is 
by no means unity among bankers as to the desirabil- 
ity of all-out action against the PCAs. Some hold 
that they are working alliances between the PCA and 
banks. The divergence of opinion among bankers over 
the PCA is far greater than over Farm Security 
lending. And not a few bankers have written Con- 
gressmen on behalf of the FSA. The ABA has taken 
its stand against socialized credit. It may be 
necessary to further define the term as it applies 
to existing agencies. 
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CURBING BANK HOLDING COMPANIES: Organized unit bank- 
ing may back an anti-holding company bill. A measure 
that would secure support from bank supervisory 
agencies is under discussion. Proposals would 
include the following: (a) Prohibition against hold-= 
ing more than 10% of the voting stock of an insured 
bank; (b) Prohibiting any insured bank now con- 
trolled by a holding company from operating 
branches or sub-offices, merging or consolidating; 
(c) Prohibition against any insured bank from 
holding more than 20% of the total deposits of all 
banks in any State. Holding companies would be 
defined similarly to the definition contained in the 
SEC Act. Enforcement would be by the three super- 
visory agencies through the US District Courts. 

The same agencies might be given authority to grant 
exemptions. 


BRANCH BANKING: There is more general accord among 
the officials of the Supervisory agencies on the 
matter of branch banking than appears on the sur- 
face. The organized Independents have influence. 

In two of the agencies there is a strong desire to 
curb branches, fearing too great concentration of 
credit. In the third, branch banking is not held 
inimical, yet.too rapid growth is decried. Branch 
banking, like chain stores, are said to be products 
of these times. But even here there is a desire to 
give protection and encouragement to the independent 
bank. The question thus resolves itself as to how 
to curb branches. The issue of State rights im- 
pinges with a desire not to over-ride State authori- 
ties. 


FHA--SOLDIERS-SAILORS RELIEF: The Senate has passed 
the bill to protect the mortgagor and mortgagee in 
cases where men in the armed services are unable to 
keep up payments on FHA insured homes. Compensation 
would be made for any losses sustained by reason of 
postponing foreclosures. The cost to the Treasury 
is an estimated $110,000 a month for interest on 
debentures and on insurance premiums. About 1,388 
mortgages of service men are now in default, and 
increasing. The House has a somewhat similar bill 
pending which was briefly considered by the House 
Banking Committee. Efforts were made last year to 
secure Congressional action. There appears to be no 
Administration objection to the measure despite the 
fact that it gives monetary relief to banks and 
savings and loan associations. 
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Finaneial 
Situation 
Abroad.. 


A Monthly Survey 


GREAT BRITAIN 


URVEYING the comparative statements of the Lon- 
don clearing banks in its issue for March, 1943, The 
Bankers Magazine of London reports that last year all 

the banks established new high records in balance-sheet totals. 

The aggregate deposits rose in 1941 by some £541,000,- 
000, or over 19 per cent, whereas in 1942 the increase was 
just under £300,000,000, or under 10 per cent of the amount 
at the begining of the year. Thus both absolutely and rela- 
tively the expansion was smaller in 1942 than in 1941. A 
factor additional to the sale of Tax Reserve Certificates 
in restraining the advance in deposits was possibly the in- 
creasing part played by Lease-Lend supplies from the 
United States. These, so far as they were distributed to 
the general public as food, or to industry in raw material, 
entailed payment by the consumers to the Treasury with 
no corresponding outgoings by the Treasury, so that Lease- 
Lend has been an important contribubtion to curtailment 
of monetary expansion here. On the other hand, the fur- 
ther enlargement of note circulation during the year has 
meant, of course, so much less money on deposit with the 
banks, although representing additional purchasing power 
in the hands of the public. 

On the other side of the balance sheets the enlarged 
deposits have been represented chiefly by Treasury Deposit 
Receipts and Investments, which two items provide some 
measure of the degree to which “bank money” has been 
employed to finance war expenditure. 

In 1941 the Advances showed a drop of just $100,000,- 
000, or 11 per cent, while in 1942 the total dropped by no 
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more than £34,000,000, or barely 444% per cent. The less 
rapid increase in deposits therefore occurred despite a slow- 
ing down of the rate of contraction of commercial loans, 
repayment of which involves contraction of deposits in the 
banking system as a whole. 

That loans should have contracted while war produc- 
tion was certainly not declining reflects the extent to which 
war production is being financed directly by the Treasury, 
especially as regards capital expenditure. This may be 
counted as suggesting that some part of the great expansion 
in the national debt is represented by real assets in the shape 
of factories and plant, and not entirely by munitions of war. 

Most of the banks show increases in deposits which are 
fairly close to the aggregate expansion of under 10 per cent, 
but there are some notable exceptions. 

There is also considerable divergency with regard to 
the relative increases in Treasury Deposit Receipts and In- 
vestments. The total increase in Deposit Receipts, namely, 
£137,500,000, was not vastly different from the increase of 
£121,400,000 in the Investments, whereas in 1941 the rise in 
Deposit Receipts, at £434,500,000, was just double the in- 
crease in the Investment holdings, at £217,200,000. Some 
banks were evidently disposed to add freely to Investments, 
presumably by conversion of Deposit Receipts, in 1942. 
One bank, Martins, increased its Deposit Receipts by nearly 
twice as much as the expansion in its Deposits, and every 
other item of assets fell, by way of compensation. 


Rise in the National Debt—As of September 2, 1939, 
the national debt was £8,400,000,000, and at the end of 
December, 1942, the figure had risen to £16,363,000,000. 


Credit and Trade in 1942—The third full year of war 
has seen the mobilization of the country’s resources carried 
still further. More men and women have gone into the 
Services and more man and woman power has been diverted 
from normal peace-time occupations into war industries. 
Wage rates have continued to increase, though not at so 
great a rate of acceleration as at one time seemed likely 
to develop. The danger of inflation still threatens, but has 
not come so very much nearer as to suggest that it may be 
imminent. 
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Home trade in the non-war industries has been still 
further contracted, and export trade has had to be reduced 
still further. Both developments make still more difficult 
the solution of problems that will present themselves after 
the war, when we can no longer expect to enjoy the gene- 
rosity of Lease-Lend arrangements and the expenditure 
of war savings will require to be carefully controlled. 

With industry working all out for war needs unemploy- 
ment has been reduced to the lowest figure for many years. 
In December, 1942, the number of registered unemployed 
was only 107,300, comparing with 186,100 at the end of 
1941. Weekly wages averaged just over 85s. per employed 
person in 1942 against 76c. 10d. in the middle of 1941. 
The rise of $9s, 4d. compares with 6s. 8d. in the previous year. 

Credit conditions in industry, so far as bankers are con- 
cerned, have been very diffierent from what they were in 
normal times. Money for war industry has been freely 
lent, to cover the financing of goods in production. Capital 
requirements have for the most part been furnished by the 
Government which has leased factories and plant to contrac- 
tors. ‘Thus bankers’ loans now consist very largely of money 
lent to industry for the purpose of supplying the Govern- 
ment. ‘The credit risk in industry has almost disappeared. 

This is reflected in very much lower statistics of business 
failures. FEEven among industries still catering for civil 
needs, reduced supplies and contracted consumption as the 
result of rationing have not apparently caused financial 
difficulties to the degree that might have been expected. 
In part this may be due to protective legislation, which se- 
verly restricts the power of creditors to enforce their rights 
against debtors, and in part to the generous margins al- 
lowed to trade under Government control. Much has been 
heard of the difficulties of small shopkeepers, but the num- 
ber of failures so far does not seem to bear out the reports. 
Many of them of course have joined the forces. There are 
many empty shops in the areas most affected by the war, 
but none in districts which have attracted increased popula- 
tion through growth of factories or of residents who have 
moved simply for reasons of greater safety. 

The record compiled by Mr. Richard Seyd discloses 
only 548 failures of all kinds in the United Kingdom and 
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Ireland, in 1942, against 1,023 in 1941. The 1942 failures 
were comprised in 450 bankruptcies against 723, and 98, 
against 300, Deeds of Arrangement. 

Only 36 failures occurred in the wholesale trades, against 
70 in 1941 and 316 in 1939.—The Bankers Magazine 
(London). 


Spain 


The Spanish Government’s ordinary budget of ordinary 
expenditures and estimated receipts for the calendar year 
1943 was approved by laws dated December 31, 1942, and 
January 12, 1943, published in the Official Bulletin of 
January:.7, 19, and 20, 1943, respectively. 

These laws authorize expenditures of 9,456,475,296 pese- 
tas ahd constitute the largest ordinary budget in the his- 
tory of Spain. This is an increase of 1,576,280,627 pesetas 
over the 1942 appropriations. 

Estimates of income are only slightly less than appro- 
propriations, amounting to 9,439,859,796 pesetas, an increase 
of 1,570,081,694 pesetas over estimates of the preceding year. 

As in all recent ordinary budgets, the appropriations 
for the Ministry of War were higher than for any other 
Ministry. The combined cost of the armed forces (Army, 
Navy, and Air) approximates 28 per cent of the 1943 ap- 
propriations. In addition, 480,284,171 pesetas out of a 
total appropriation of 562,361,322 pesetas for the Govern- 
ment in Morocco, are for the armed forces in that area. 

Next to the Army, the Ministry of Interior, which con- 
trols rural and city police forces, was granted the largest 
appropriations, totaling 1,089,063,943 pesetas. The Minis- 
try of Agriculture was granted appropriations of 78,- 
412,320. 

It is anticipated that income from all sources of revenue 
will show an increase of approximately 20 per cent over 
1942. Estimates of increases in direct taxation apparently 
are based on an anticipated improvement in general 
economic conditions and a rigorous application of existing 
tax laws. 

It is again anticipated that indirect taxes will yield an 
income closely approximating revenues from direct taxes, 
and estimates of income from this source show an increase 
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of 24 per cent over 1942 estimates. The yields of the mer- 
cury mines at Almaden are expected to approximate 100,- 
000,000 pesetas in value, or 20,000,000 pesetas more than 
during 1942.—Foreign Commerce Weekly. 


Mexico 


Speaking editorially in Mexican News Dicest, John 
Vavasour Noel says that Mexico is forging ahead. Every 
day, he declares, there are evidences of progress in what 
might be called the stabilization of the nation’s trade and 
productive activities. Everywhere the wisdom and toler- 
ance of President Avila Camacho is, by Laws and Executive 
orders, providing for the peculiar conditions which have 
arisen on account of the war emergency and the consequent 
need for increased production. And the editor further states: 

“TIndustrially there has been a remarkable awakening. 
Old industries have been enlarged and new ones established. 
What is still lacking, in many cases, is the human element, 
that is capable trained managers and skilled workers and 
also the needed machinery. ‘The war has quickened the in- 
dustrial pulse. The future is bright for the conquest of 
southern markets after this conflict is over. 


“In the monetary aspect the financial structure is sound 
and the banks in splendid shape and furthermore well super- 
vised by the National Banking Commission. There are 
ample funds for normal needs and even for some war created 
demands. In fact one of the concerns of the administration 
is the existence of some four hundred million pesos of idle 
funds in local financial institutions and that huge sums are 
still going into construction of houses, instead of being used 
in exports, industry, agriculture or mining. 

“In large scale undertakings of mutual aid loans have- 
come from the United States and more are on their way, 
amply secured, like the funds advanced for road construc- 
tion, which are guaranteed by Federal and State road bonds, 
in turn protected by the gasoline tax. Private capital from 
the United States is filtering in. Several finance and pro- 
motion companies have been established to contact the 
foreign investor with the local opportunities. 
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“On the subject of close financial and trade relations 
between Mexico and the United States and the status of 
Mexican foreign trade, Ramon Beteta, the brilliant assist- 
ant secretary of the Mexican Treasury, in a lecture at the 
National University called attention to the fact that, in spite 
of the efforts of many administrations to increase trade with 
Europe, ninety per cent of the country’s foreign commerce 
was with the United States. He offered no comment but, 
in view of this situation, he advocated that every means be 
taken to increase Mexico’s exportable articles, particularly 
those of war need, and thus create an inter-dependence in- 
stead of a dependence. 

“Mr. Beteta also raised the question as to the advisability 
of the present high protective tariff, especially when the 
United States was and will be making considerable sacri- 
fices to sustain industry in Mexico and Latin America gen- 
erally by supplying needed machinery and supplies and in 
many cases actually saving industries from shutdowns and 
the consequent unemployment of workers. 

“Another interesting development is the co-operation 
that the United States government is giving toward the 
rehabilitation of the Mexican railway system, both tech- 
nically and financially.” 

* * & * 

Total expenditures for 19438, as estimated in the Mexi- 
can budget for that year, are 707,845,000 pesos. This figure 
compares with the 555,227,000 estimated in the original 
budget for 1942 and the 647,148,000 pesos estimated in the 
revised 1942 budget. The chief items of expenditure in the 
1943 budget are as follows (millions of pesos) ; National de- 
fense, 147; education, 97; public debt, 96; agriculture and 
development, 95; communications and public works, 67; 
Navy, 31; finance, 38; social welfare, 28; public health, 27; 
all others, 82. 

According to the press of Mexico City, revenues in 1943 
will be about 703,000,000 pesos. Estimated revenues for 
1942 were about 666,000,000.—Foreign Commerce Weekly. 
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Current Conditions in Canada 


ISCUSSING conditions in Canada, the Monthly Let- : 
ter of the Canadian Bank of Commerce, ‘Toronto, for 
April says: 

“The general level of manufacturing changed little dur- 
ing the period under review. Our index of industrial ac- 
tivity rose from 207 at mid-February to 208 at mid-March 
(1937-100) while the percentage of factory capacity utilized 
fell from 130 to 129, indicating a slight extension of manu- 
facturing plant. The index of activity was about 27 per 
cent above that of March, 1942. 

“The food group was generally lower, except in the case 
of cereals. The output of factory-made garments, cottons, 
woolens and leather footwear rose, but that of hosiery and 
knitted goods, rayons and some furnishings fell. Slight 
increases were recorded in pulp, paper and other forest 
products. A considerable rise occurred in the heavy sec- 
tion of the iron and steel trades, with moderate to slight 
increases in the other sections, but the automotive trades - 
as a whole receded to the January level.” 

In a review of the agricultural conditions the Letter com- 
ments as follows: 

“The opening of a new crop season finds agriculture 
confronted with the heaviest tasks it has ever had to assume, 
under some of the greatest handicaps it has ever experienced. 
High production goals have been set for 1943 for all import- 
ant foodstuffs except wheat, rye and field beans, with fewer 
operating properties, less labour and a much smaller supply 
of new implements than in pre-war years. 

“Farmers may have become accustomed during this 
war to exceptional demands upon them. The field crop 
area, except that for wheat, was expanded to a record size 
between 1939 and 1942, while in the same period hog hold- 
ings were increased above any previous numbers (officially 
estimated as 7,750,600 at Ist December) ; those of cattle were 
raised by 7 per cent (also officially estimated as 8,834,000 at 
Ist December) and poultry by 15 per cent. The commer- 
cial production of all meats increased over the average of 
1936-40 by nearly 50 per cent, that of eggs by 20 per cent 
and that of milk for all purposes by about 10 per cent. 
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“Such are the general results of an industry which at 
the outbreak of hostilities had not fully recovered from the 
effects of the Great Depression. While the economic posi- 
tion of agriculture had improved between 1932 and 1939 it 
was still subnormal and financial reserves for new under- 
takings were therefore insufficient, particularly for adequate 
replacement of depreciated implements and machinery, to 
say nothing of additional equipment. Before farm pur- 
chasing power had been restored to a normal level the sup- 
ply of all mechanical equipment had been drastically cur- 
tailed. Thus, farmers’ purchases in the five-year period 
1936-40, estimated as about half those in 1928, were insuffi- 
cient to replace material worn-out in the early 1930’s. Last 
year the supply of new equipment was cut by one-fifth, and 
this year it has been fixed at one-third of that available in 
1940. The supply of parts for repairs, however, has been 
fixed at 65 per cent, more than in 1940. A drain of man- 
power from the farms was felt soon after war broke out, 
with the greatest loss first in Ontario, the largest commer- 
cial producer of general foodstuffs—meats, dairy products, 
fresh and processed vegetables and fruits—but by 1941 a 
widespread shortage of farm labour was clearly evident. A 
year ago it was estimated that the regular farm labour force 
was nearly one-fifth less than in 19389, while there was also 
a great deficiency in seasonal workers, mainly those needed 
in the harvest periods. Shortages of both classes were only 
partly relieved by temporary help afforded by young stu- 
dents and volunteer adult workers. Throughout 1942 a 
further drain occurred notwithstanding official measures to 
arrest the movement of regular workers from the farms to 
higher paid occupations, By the end of that year the regu- 
jar working force was probably not much more than three- 
quarters that of 1939. 

“There were, however, other reserves to draw upon, 
namely, a patriotic spirit and a high degree of adaptability 
of many farmers, as well as the inducement to greater pro- 
duction in higher prices and the encouragement afforded by 
unusually favourable growing weather last year. The ele- 
ment of adaptability was particularly noticeable in the 
Prairie Provinces, where a marked rate of increase in meats 
and dairy products over 1989 was recorded—125 per cent 
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in hog marketings and 34 per cent in butter manufacture. 
Indeed, the food supplies of the war period would have fal- 
len far short of requirements if these Provinces had not 
shifted to live stock and dairy farming ia a most remark- 
able manner. 


“There are both favourable and unfavourable factors 
affecting agriculture this year. There is no question as to 
the greater demand for most farm products, for as we pointed 
out in the February issue of the Letter, food requirements 
are about 25 per cent above the pre-war level, after allow- 
ing for exports and for the heavier diets of the armed forces 
in Canada and of civilians engaged in more strenuous oc- 
cupations than in peace time. Moreover, the production 
goals for this year have been set after careful consideration 
by Dominion and Provincial authorities and agricultural 
experts who, under the direction of newly-appointed Food 
Production and Advisory Boards, will supervise the execu- 
tion of the entire program... . 

“A new and comprehensive national farm labour policy 
has been adopted by the Dominion Government which pro- 
vides for co-operation of Federal and Provincial agencies 
and farm organizations. This policy has for its first ob- 
jective the retention of essential labour on the land. No 
one employed in agriculture is to take, without official per- 
mission, other work for more than sixty days per year, ex- 
cept for active service in the armed forces, or for seasonal 
employment in forestry, mining and fishing during slack 
periods on the farms. Essential farm workers are to be 
granted postponement of military service until further no- 
tice, while some members of the armed forces with agri- 
cultural experience may be used for farm work during the 
busiest seasons. Provincial plans of recruiting and train- 
ing a large number of farm workers, mostly young students, 
are to be developed on a national scale, with the object of 
furnishing a total force of over 100,000. Industrial and 
other non-agricultural workers suitable for agriculture are 
to be released, where this movement will not impair arma- 
ment production, for farming operations, even if some fac- 
tories and mills have to be closed temporarily. Men unfit 
for military duties, as well as civilian and some enemy in- 
ternees, are also to be directed to agriculture. Transference 
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of farm labour from one area to another, wherever the great- 
est need for it may be, and to the most productive sections 
is contemplated, while the sharing of labour and equipment 
between farmers is to be encouraged. 

“The food requirements of this year unmistakeably call 
for the most strenuous efforts of farmers and the fullest 
application of all the measures designed to aid agriculture 
to meet successfully the tremendous responsibilities that this 
war has thrust upon it. Weather conditions, which are 
beyond human control, will of course be a major factor de- 
termining agricultural production and it is earnestly to be 
hoped that they will be generally favourable.” 


BANK oF MonTREAL 


The Business Summary of the Bank of Montreal, dated 
April 22, 1943, comments as follows on current conditions 
in Canada: 

“By far the most important domestic business transac- 
tion of the first half of the year is now pending in the launch- 
ing of the Fourth Victory Loan for a minimum amount 
of $1,100,000,000. Like its predecessor of last October this 
loan is to be offered in two maturities at a price of 100 per 
cent, and the bonds will be dated May 1, 1948. One ma- 
turity of 134% bonds, payable November 1, 1946, will be 
non-callable till maturity. The other maturity will be of 
3% bonds, due May 1, 1957, and will be subject to redemp- 
tion at the option of the Government, at 100% and accrued 
interest, on or after May 1, 1954. The longer-term issue, 
as on previous occasions, will be offered in denominations 
of $50, $100, $500 and $1,000 and upward. ‘The object is 
to broaden the support as far as possible. There were more 
than 2,000,000 subscribers to the loan in October, when 
$991,500,000 was realized, a substantial excess over the $750,- 
000,000 which the Government had asked. The campaign 
opens April 26 and will last three weeks. In the words of 
the Minister of Finance, it represents the greatest financial 
challenge with which the Canadian people have ever been 
faced. An attempt will be made to obtain half a billion 
dollars through subscriptions of individuals. 

“The national income of the Dominion is estimated at~ 
$700,000,000 for the month of February, a record high, 
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and equal to an annual total of $8,400,000,000, as compared 
with a tentative 1942 total of $7,500,000,000. For.the first 
two months of 1943, the cumulative estimate rose from $1,- 
116,000,000 in 1942 to $1,387,000,000, or 24.3%. Customs, 
excise and income tax collections during the fiscal year ended 
March 381 showed an increase of 57.1%, rising from $1,340,- 
462,792 to $2,106,241,004. Contributing largely to this ad- 
vance, income tax collections were up from $652,367,936 to 
$1,378,042,832, a gain of $725,674,896. Customs-excise 
revenue reached $728,198,172, an increase of $40,103,315. 
In the month of March, customs, excise and income tax col- 
lections at $201,712,188 showed a net gain of $31,481,855 as 
compared with March, 1942. 

“Manufacturing production rose nearly 27% in the first 
two months of the year as compared with a year.ago, with 
special gains in flour milling, the output of creamery but- 
ter and the release of cigars and cigarettes. ‘The number 
of person employed, as of February 1, showed an increase of 
about 10% over the same date last year. Payroll distribu- 
tion increased from $45,747,000 to $54,347,000. Newsprint 
mill operations showed little change as between February and 
March, the production ratio declining from 64.9% to 64.2% 
of capacity and shipments from 65.1% to 64.6% of capacity. 
Official February figures revealed a 1.1% gain in the pro- 
duction of steel ingots and castings by Canadian plants as 
compared with February, 1942, but the output of pig iron 
declined 17.1% in the first two months of the year. In the 
field of mining, there is a high scale of production in the 
mines which are producing base metals such as copper, 
nickel and lead, required for war purposes, but the gold 
mines are now feeliny acutely the consequences of with- 
drawals of labour and inability to replace worn-out equip- 
ment. In March, receipts of gold at the Mint fell to 279,- 
282 ounces, as compared with 323,100 ounces in February 
and 377,109 ounces in March, 1942. The construction in- 
dustry experienced a considerable recession in March, the 
value of new contracts awarded being $11,110,000, as com- 
pared with $19,019,000 in February and $17,850,000 in 
March, 1942. 


_ “The Federal Government is encouraging the produc- 
tion of oil along the lines indicated in the Budget Speech 
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and has established a new Crown Company, called War- 
time Oils Ltd., which will assist with financial help in pro- 
moting the development of marginal oilfields in Alberta, — 
By this and other means it is hoped to stimulate the in- 
dustry, and at the same time the Government is interesting 
itself directly in the project of oil production on a commer- 
cial basis from the tar sands of northwestern Canada.. 

“The annual report of the Canadian Pacific Railway 
Company and the Canadian National Railways, recently 
made public, have been noteworthy for extraordinary in- 
creases in freight traffic during 1942, as well as in number 
of passengers carried. ‘The marked increases in traffic re- 
sulted in greatly improved financial showings. Gross re- 
ceipts were the highest in the history of the two companies. 
These reports serve as a barometer of 1942 business condi- 
tions and further traffic gains have been noted this year. 

“Serious labour disturbances have resulted in the com- 
mencement by the National War Labour Board of a gen- 
eral survey of labour-management relations and the exist- 
ing conciliation machinery. The matter was brought to a 
head by a series of strikes arising through disputes, about 
jurisdiction, between rival trades union organizations. Keen 
interest attaches to the progress and outcome of the enquiry 
now under way, the object of which is to seek more efficient 
measures for dealing quickly and conclusively with compli- 
cated problems relating to wage disputes, the jurisdiction 
of unions and collectively bargaining. 

“Retail sales were higher in February by an average of 
9%, as compared with the same month of last year, and 
sales of Canadian wholesale merchants averaged 7% higher, 
with marked gains in fruit, vegetables and footwear. The 
cost-of-living index, which stood at 116.9 on February 1, 
reached 117.2 at the beginning of March, making a total 
wartime increase of 16.3%. The advance recorded on March 
1 involved no change in the cost-of-living bonus.” 
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BOOKS for 
BANKERS 


Brief Reviews 


Brazi. IN THE Maxine. By Jose Jobim. New York: 
Macmillan. 1943. Pp. 318. $3.50. 


THIS INTRODUCTION to Brazilian industry and commerce, by 
‘one of that country’s leading economists, brings together 
information never before available in one book. 

Brazil has passed through several stages since it was a 
slave-holding vassal of Portugal. Now the coffee and cot- 
ton raising epoch with which we are so familiar is likewise 
giving way to a new regime, for the present war is rapidly 
transforming the country into a powerful industrial nation. 
Brazil no longer depends so much upon importing its manu- 
factured products; and in the export field it offers to supply 
many of the essentials which we of the United States for- 
merly got from the East Indies. 

In separate chapters, Dr. Jobim considers the various 
industries—agriculture, mining, manufacturing, and so on— 
giving the background of facts important to all who will 
trade with Brazil now or in the years following the war. 
He presents enough detailed information to make his book 
valuable to the expert, yet writes in a non-technical way 
which gives it appeal also to the interested lay reader. 


Your OreanizaTion. A Manuva ror Maxine Pians & 
ProcepurEs. New York. Hastings House. 1943. 
Pp. 177. $2.50. 

THIS BOOK represents years of cumulative experience in 
meeting concrete problems that come up almost daily in or- 
ganization practice. Originally a collection of check-lists, 
memoranda and outlines used in the author’s own work, it 
has been broadened and organized so as to make it easily 
usable by a variety of people. 
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Association officers, directors, secretaries, club leaders, 
organizers, government officials, research directors, investi- 
gators, compilers, librarians, information specialists, editors, 
lecturers, instructors, speakers, writers—these and others 
engaged in work involving numerous obvious yet hard-to-re- 
member details, should find the proper use of this manual 
exceedingly worthwhile. 









THE Home Mecuanic. By Douglas Tuomey. New York. 
Macmillan. 1943. Pp. 182. $2.50. 


TuIs practical how-to-do-it book will be useful to every man 
—and woman, too—who has tried to make simple repairs 
around the house, build a pantry sheif, a window-box, and 
especially valuable for those “who can’t even drive a nail 
straight.” 

For many years Mr. Tuomey has written articles for 
House and Garden, Woman's Home Companion and other 
magazines on carpentry and repairs. He knows from wide 
experience what problems the average home owner has to 
tackle. 

His book stresses the importance of knowing how to 
use tools properly, and of building according to careful 
measurements and specifications. It deais with craftsman- 
ship in the various materials commonly used in the average 
home. Bookshelves, work-benches, lawn furniture, a bat- 
ten door, a trellis, concrete platforms and steps, brick walks 
and fireplaces are among the subjects taken up with speci- 
fic instruction for making them. There is a right and a 
wrong way of doing the simplest job, and it is the easy trick 
that makes the amateur mechanic a success. 















Price ConTROL IN THE Wark Economy. By Julius Hirsch, 
Consultant to the Office of Price Administration. With 
a foreword by Leon Henderson. New York: Harper & 
Bros. 1948. Pp. 811. $3.00. 


EVERY BUSINESS man and every consumer who has a case 
of the jitters with each new price regulation, who is appre- 
hensive about what’s going to happen next and wants to 
understand clearly the basic principles underlying the whole 
price control program will find reassurance and invaluable 
guidance in this bqok. 
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Just out... 


THE EVALUATION 
OF 


RECEIVABLES and INVENTORIES 


AS AN INTEGRAL PHASE OF 
CREDIT ANALYSIS 


By EDWARD F. GEE 


ERE is a new book for the bank 

credit officer and statement analyst 
which focuses its attention on the evalua- 
tion of trade receivables and inventories. 
The author believes that these two elements 
should form an all-important part in mak- 
ing credit decisions and in this book con- 
siders in great detail the various factors 
to be considered in their appraisal. 

Alexander Wall, in the opening sentence 
of the foreword to his excellent work on 
“How to Evaluate Financial Statements,” 
writes: “There are many elements to be 
considered in reaching a credit decision and 
too many books attempt to cover too 
many elements, with a resultant thinness 
of verbose text.” 

In this book Mr. Gee takes two all- 
important elements in the statement and 
outlines at length new and established 
techniques and principles for appraising the 
soundness of these assets and treats exhaus- 
tively their possibilities as sources of 
information essential to sound credit 
extension. 
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Here is the first book to give a comprehensive, simple and 
practical account of the background, the principles and the 
operation of Federal price control legislation under which 
we live today. It explains the problems facing business 
men and government officials, point out the dead-end paths 
which other nations have followed, and shows why, despite 
differences in natural resources and procedures, a natural 
and orderly sequence of price controls exist—consecutive 
stages which follow one after the other in the adjustment of 
almost every country to a total war economy. 

Dr. Hirsch brings to this book probably a wider knowl- 
edge and practical experience in the handling of price con- 
trol problems than anyone else. His was the determining 
voice in the administration of similar controls in the days 
of the German Republic and later in Denmark. Since 1941 
he has occupied a strategic post as consultant to the Office of 
Price Administration where he has been in close touch with 
the shaping of our legislation and with the methods of its 
operation. He is also at present professor of economics at 
the New School for Social Research. 


THE BANKING SysTEM AND Wark Finance. By Charles 
R. Whittlesey. New York: National Bureau of 
Economic Research, 1819 Broadway. 1943. Pp. 53. 
25c. 


THis study is the first of a new National Bureau series, “Our 
Economy in War.” It was prepared under the Financial 
Research Program, which is now engaged in an extensive 
study of the effect of war on banking and business financial 
structure. Research is being conducted under grants from 
the Association of Reserve City Bankers, The Rockefeller 
Foundation and the Carnegie Corporation of New York. 
Dr. Whittlesey is Professor of Finance and Economics in 
the Wharton School of Finance and Commerce in the Uni- 
versity of Pennsylvania. 

While raising and handling the money needed now in 
the prosecution of the war is of immediate concern to the 
general public, the National Bureau study warns that “The 
clearest lesson that emerges from the financial experience 
of the last war is that the almost critical phase may come 
when the war itself is over. The course of financial develop- 
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ment in the present war points increasingly to the same con- 
clusion.” ioe 

Sharp variations are apparent, according to the National 
Bureau, in the financing of the two major wars. In the 
present war the commercial banks are big lenders to the 
Government and relatively unimportant lenders in the civ- 
ilian economy; Federal Reserve banks have been forced to 
greatly expand their activities in money and credit markets; 
the sale of war bonds is on a continuous basis; and interest 
rates are remarkably low. 

The key position held by commercial banks in the strug- 
gle of the Treasury Department to meet the costs of fighting 
on distant war fronts provides an excellent illustration of 
different practices in the present war in the utilization of the 
nation’s banking system. 

The direct purchase of government securities by com- 
mercial banks is of such magnitude as to constitute both the 
major contribution of banks to war financing and the most 
distinctive feature of Treasury policy in the second World 
War. In the first World War, by contrast, the same 
activity was on a minor scale. 

In a single month of 1942 commercial banks bought 
considerably more government securities than they acquired 
during all the the first World War. 

ituring October, 1942, they added 4 billion dollars to 
their portfolio of government securities, and in December 
their purchases reached a total of 5-1 billion. 

In contrast, during the period from the middle of 1916 
to the middle of 1919, commercial banks increased their 
holdings of government securities by less than 4.4 billion 
dollars. 

While all banks have participated in increased lending 
to the Government, they have differed with respect to the 
form of the lending. . Large city banks, as a rule, favor 
securities having shorter maturities, while country banks, 
with a relatively high ratio of time deposits, have taken 
a larger proportion of longer-term obligations. 

Bank financing of enterprises engaged in war produc- 
‘tion and lending to individuals—two types of lending of 
great importance in the first World War—have not in- 
creased to any startling extent in the present war. 

During the so-called national defense period prior to 
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Pearl Harbor there was a substantial amount of lending 
activity. Following America’s actual entry into the war 
the pace of lending slackened, despite the expansion of in- 
dustrial facilities. 

Several factors were responsible for the change. Among 
them were lending by government agencies, Treasury dis- 
bursements on government contracts, restriction of con- 
sumer credit, elimination of many lines of consumer goods. 
production, and the absence of a policy of lending to indivi- 
duals on the security of government bonds. 


AMERICAN AGRICULTURE, 1899-1939: A Stupy oF OuTPUT, 
EMPLOYMENT AND Propuctiviry. By Harold Barger 
and Hans H. Landsberg. New York: National Bu- . 
reau of Economic Research, 1819 Broadway. 1943. Pp. 
440. $3. 

AcCoRDING to the authors of this book the American farmer 

is meeting the growing demands of the war effort for food- 

stuffs and other farm products much more efficiently than 
in World War I. With a labor force 16 per cent smaller 
in 1939 than 40 years ago and 20 per cent smaller than in 

1920, the farmer has produced in recent years a much bigger 

output. Even before intensified production to help the war 

effort got under way, the farmer was producing 60 per cent 

more than in 1900, 30 per cent more than in 1920. 

The authors are Dr. Harold Barger of Columbia Uni- 
versity and Hans H. Landsberg, formerly of the National 
Bureau and now on the staff of the Office of Stratetgic 
Services, Washington, D. C. Funds for financing the 
study were made available by a special grant to the National 
Bureau by the Maurice and Laura Falk Foundation of 
Pittsburgh. 

The study shows that, while the number of persons en- 
gaged in farming reached a peak during the first World 
War and has since declined, farm output increased steadily 
from 1899 to 1930. After falling sharply during the 
drought years 1983-34, output rose rapidly again and now 
stands higher than ever before. 

Agricultural production has increased, but it has failed 
to increase as rapidly as population. The authors attribute 
this anomaly partly to the decline in the exports of farm 
products, partly to the substitution of rayon for cotton, and 
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partly to a decline in the consumption of high calorie foods 
by the population at large. 

The study shows that the output per worker has risen 
by more than 50 per cent since the beginning of the century. 
The increase in productivity has been particularly great in 
the raising of staple crops, and has been due more to the use 
of gasoline power on the farm than to any other single 
factor. There are now nearly 2,000,000 tractors on farms. 
The tractor of today is a far more efficient instrument than it 
was 25 years ago. ‘The modern all-purpose tractor has rub- 
ber tires, a power takeoff, and can be used for cultivating 
row crows. 

The report points out that in many kinds of farming 
little progress in mechanization has been achieved. Tobac- 
co farming hes benefited little from the new machinery; and 
the harvesting of cotton, sugarcane and sugar beet has not 
yet been effectively mechanized. 

The authors suggest that the decline in the relative im- 
portance of agriculture in the nation’s economic life is in 
large part simply the obverse of the growth in the import- 
ance of manufacturing and other forms of economic activity. 


In spite of the large demands made upon the farmer by 
the present war effort, the authors suggest that the down- 
ward trend in agricultural employment may be resumed 
once peace is reestablished, particularly if the recent rapid 
advance in agriculture technology should continue. 


THE SPEAKER’s NoteBook. By William G. Hoffman. New 
York: Whittlesey House. 1943. Pp. 384. $2.50. 
In this book the author discusses methods of effective speak- 
ing and gives actual examples of outstanding speeches, 
stories, epigrams and aphorisms which can be employed in 
planning any kind of speech. It includes 232 stories classi- 
fied and indexed for easy reference which will supply illus- 
trations for almost any point a speaker wishes to make. 
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THE BANKERS DIGEST 


tos 


Advertising and Public 
Relations 


‘*We Salute You, Private Horner’’ 
With this heading the American Na- 


tional Bank, Nashville, Tenn., starts a 
new series of advertisements playing 
tribute to customers of the bank who 
enter the armed services. Copy of the 
first advertisement reads: 

“For years we have been privileged to 
serve you and your good company. Now 
you have entered the armed services. 
Yet, though we won’t be seeing you 
regularly we will be serving you, 
Private C. A. Horner. We'll be selling 
war bonds, serving war industries as 
well as the firm of which you are Treas- 
urer. And when you return you'll find 
that we have made our contribution to 
the winning of the war. 

“Yes, we regret to see you leave. 
We'll miss you and so will your many 
friends and associates. But we’re proud 
of you. Proud to be privileged to serve 
you and those associated with you in 
the service of Uncle Sam. 

“So, Private Horner, we wish you 
happy landings, clear sailing and good 
hunting. The American National Bank, 
its officers and employes salute you!” 

C. H. Wetterau, vice-president of the 
bank and in charge of advertising in 
telling of the campaign says: 

“Mr. Horner is a young business man 
of Nashville, being secretary and treas- 
urer of one of our leading printing 
firms, the Marshall Bruce Company. He 
is a young man with a clean record and 
a host of friends, and we have received 
many compliments on that particular 
advertisement. One business man told 
one of our officers that he thought it 
was one of the nicest tributes that could 
have been vaid to a young man who 
entered th. armed services. .. . 

“The men to whom we pay tribute 
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have to be checked carefully as to their 
character, reputation, etc., and in addi- 
tion they have to sign a release giving 
us permission to use their picture in 
our advertising, and we have to be care- 
ful not to run the advertisement until 
they have stood their physical examina- 
tion and been accepted into the service, 
for we would not want to embarrass any 
of-them should they fail to pass their 
physicals.” 

This very effective and successful 
campaign appears to be original with 
the American National Bank. 


Business-Bank-by-Mail Service . 
The Marshall & Ilsley Bank, Milwav- 


kee, is advertising a new automatic busi- 
ness-bank-by-mail service. Copy of a 
recent advertisement reads: 

“To help save mileage—gas—tires— 
time—for our commercial customers, 
we are offering a business-bank-by-mail- 
service. Not only does this plan save 
trips, but your deposit can be made any 
time—day or night. 

“Simply mail your deposits to the 
bank in a special self-addressed—com- 
plete—deposit envelope unit which we 
furnish, together with a duplicate de- 
posit ticket for your records. 

“An advice of credit and a new en 
velope are returned immediately upon 
receipt of your deposit—so the plan 
works continuously and automatically. 

“Phone us for complete information 
or ask any of our officers when you 
are next in the bank.” 


Drawing vs. Photograph 

A recent article in Printers’ Ink by 
G. W. Tasker, director of r : 
the Newell-Emmett Company considers 
the old problem of whether the use of 
a photographic illustration would attract 
more observers than a drawing of 
same or similar scene. The author 
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ris that this seems to have been set- 
tled in favor of the photograph long 
before the war. 

It was pointed out that in 1940 the 
Fletcher’s Castoria campaign changed 
from photographs in continuity strip 
style to drawings. Layout and copy 
themes remained almost identical. A 
study revealed that the photographic 
series (twenty-two insertions) was 32 
per cent better observed, 30 per cent 
better identified with Castoria, 37 per 
cent better read in the first caption, and 
28 per cent better read in the last cap- 
tion than the drawing series (thirty-one 
insertions ) . 


Modernization Loans 


The Valley National Bank, Phoenix, 
Arizona, recently featured FHA Mod- 
emnization Loans in a newspaper adver- 
tisement which was headlined with a 
quotation from Poor Richard’s Almanac 
reading “A Little Neglect May Breed 
Mischief.” Text reads: 

“A little neglect can breed a great 
deal more than mere mischief. For 
want of a few repairs, a house may begin 
to deteriorate rapidly. 

“Housing is an important problem 
in America today, and Uncle Sam asks 
that the nation’s homes be kept in good 
condition for the duration. Repairs of 
all kinds should be made as soon as 
they are needed. Then, vital priority 
materials are less likely to be required 
later. 

“If a lack of funds is preventing you 
from making necessary improvements 
on your home, a low-cost FHA Modern- 
ization Loan from the Valley National 
Bank will supply the money imme- 
diately for both labor and materials. 
You can take a full year to repay the 
loan in small, monthly instalments.” 


“One Bank’s Work In Wartime’’ 


Under this title a booklet containing 
teproductions of newspaper advertise- 
ments related to the war has just been 
published by the Wachovia Bank and 
Trust Company, Winston-Salem, N. C. 

“We believe a bank should keep the 
public informed about what it is doing 
to help win the war,” stated William H. 

eal, Wachovia vice-president, in com- 


menting on the booklet. “Banks and 
bankers are doing an outstanding war- 
time job in selling bonds, operating 
ration bank accounts, financing war 
production, providing fiduciary services 
for men in service and in numerous 
other ways. Without boasting, banks 
should tell the public about these serv- 
ices. Nothing in recent years has con- 
tributed so much to public appreciation 
of chartered banking as the wartime 
performance of bankers.” 

As a part of its wartime advertising 
program the bank is sending these ad 
reprints to thousands of customers and 
prospects throughout its trade area. 


A. B. A. 


A.B.A. Executive Council Round-Up 


Decision to hold the annual meeting 
of the American Bankers Association 
this year and revision of the constitu- 
tion of the Association in order to pro- 
vide for the continuation of its organ- 
izational functions during national 
emergencies were among the important 
items of business transacted at the 
annual spring meeting of the Executive 
Council in New York last month. The 
annual meeting of the Association will 
be held at the Waldorf-Astoria in New 
York during the week of September 13. 


‘ It will be a streamlined meeting, shorter 


than the usual convention, devoted to 
the business of the Association and its 
members. Social features will be 
omitted. In recognition of the wartime - 
railroad needs of the country it is 
planned that the member banks will be 
asked not to send more than one repre- 
sentative from each bank. 

The Association’s 1942 convention 
was cancelled at the request of the Office 
of Defense Transportation. A. B. A. 
leaders here at the council meeting felt 
that it is important to have an annual 
meeting this year in order that the 
members have an opportunity for dis- 
cussion and expression, and in order to 
provide for the continuation of the Asso- 
ciation’s functions through election of 
the necessary officers and for other 
organizational requirements, and for the 
transaction of other essential business. 

In announcing the decision of the 
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Executive Council to the press, W. L. 
Hemingway, president of the Associa- 
tion, called attention to the fact that a 
major portion of the activities of the 
nation’s banks are now related to the 
war. He said the American Bankers 
Association is their codrdinating agency 
and it is therefore important that the 
representatives of the member institu- 
tions have the opportunity to meet and 
to discuss essential business and to pro- 
vide for the continued and efficient 
operation of their organization. 

Before the matter of a convention 
was taken up by the Executive Council 
a survey of the hotel situation in the 
cities with facilities large enough to take 
care of an A. B. A. meeting was made. 
It was decided that the comfort of the 
delegates could be better provided for 
in New York where there is not so 
much war industry and where the hotels 
are less crowded. 

Revisions in the constitution of the 
Association recommended by the Execu- 
tive Council’s meeting were designed to 
bring this organization instrument into 
line with requirements of current condi- 
tions. These recommendations will be 
voted upon by the membership at the 
meeting to be held next September. 

The principal changes are provision 
for the election of the officers of the 
Association by the Executive Council 


when and if the annual convention of. 


the Association has to be omitted be- 
cause of war or other national emer- 
gency, provision for the election of offi- 
cers of the divisions and State Secre- 
taries Section by mail in the event of 
such an emergency, and the elimination 
of the office of second vice-president of 
the Association. 

The provisions for election of officers 
in the absence of a convention are con- 
tained in a new section added to Article 
VII of the constitution under the head- 
ing, “Emergency Functions of the Ex- 
ecutive Council.” They provide that if 
the convention has to be omitted because 
of war or other emergency, the council 
“is empowered to nominate, elect, and 
install a president and a vice-president” 
at a special meeting called under other 
provisions of the constitution, “and to 
do and perform all other acts authorized 
to be done and performed by the gen- 
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eral convention.” It is also provided, 
however, that nominations may be sub. 
mitted to the council by the nominating 
committee. 

The provision for election of division 
and section presidents and vice-presi- 
dents by mail is a measure for use only 
when a special meeting of the Executive 
Council is held in place of a general 
convention because of war or other 
emergency. Under the constitution the 
new council must meet for organization 
within 48 hours of the close of the con- 
vention. Applying this requirement to 
an emergency council meeting held in 
place of a convention the divisions and 
State Secretaries Section would have to 
hold their elections prior to the special 
meeting in order to have new officers 
present to qualify for the organization 
meeting of the council. 

Therefore, it is provided in the 
amendments that the executive com- 
mittees of the divisions and the board 
of control of the State Secretaries Sec- 
tion shall elect these officers and that 
they are authorized to.do so by a mail 
vote. 

The elimination of the office of second 
vice-president of the Association is pro- 
posed to shorten the length of time that 
an officer may have to spend in going 
through the Association’s chairs. 

The outbreak of war at the end of 
1941 and the heavy burden placed on 
the railroads and air lines by the move- 
ments of military forces and supplies 
made it necessary for the Office of De 
fense Transportation to ask that the 
A. B. A. convention be omitted in 1942. 
While the Executive Council met at the 
time the convention would have been 
held, it was not found possible to con- 
tinue the usual rotation of officers 
through the elective process since under 
the constitution an election could be 
held only at the general convention. 
However, at that meeting of the council 
the presidents of the Association and 
the divisions resigned and the vice-prest- 
dents moved up. 

Since the Executive Council also 
voted to hold the annual meeting of 
Association in September it iis not &© 
pected that this situation will recur 
this year. The changes adopted by 
the council are designed to pie 
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yide the machinery for meeting emer- 
gency situations. 

Amendments also provide that spe- 
cial meetings of the council may be 
called by the Administrative Committee 
when “it seems expedient for the Asso- 
dation to forego its general convention 
by reason of the existence of war or 
other national emergency.” Another 
gives the Interim Committee, consisting 
of the chairman, the president, vice- 
president, executive manager and gen- 
eral counsel of the Association, and the 
chairman of the committee on Federal 
Legislation, authority to make decisions 
regarding governmental proposals or 
action affecting banks, as well as bills 
and departmental rulings provided that 
“no such action shall be. inconsistent 
with any resolution of the Administra- 
tive Committee, the Executive Council, 
or the general convention.” 

Stil another amendment would 
change the name of the Membership 
Committee to the Organization Com- 
mittee to consist of a chairman and 12 
members to be known as regional vice- 
presidents. 


Membership iin the A. B. A. continues 
to increase, and the percentage of mem- 
ber banks thas now reached the highest 
point in the history of the Association, 
the report of the Association’s Member- 
ship Committee to the Executiive Council 
shows. On March 31, 1943, there were 
14,368 members as compared with 
14,313 on the same date of the previous 
year. These member institutions com- 
prise 87.74 per cent of the country’s 
banks and represent approximately 97 
per cent of the banking resources of the 
country. Seven states and the District 
of Columbia have 100 per cent member- 
ship. The states are Arizona, Idaho, 
Nevada, New Mexico, Oregon, Utah 
and Washington. 

A total of 316 new members has been 
a to the roster since September 1, 


The Membership Committee’s report 
paid tribute to the membership men 
working in the field. It stated that most 
of the 316 new members were added 
after gasoline rationing went into effect 
and during a period when all bankers 
have been unusually busy, both in their 
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banks and fin civilian war efforts out- 


side the banks. 


National Bank Division 


The report of the National Bank Divi- 
sion of the Association to the Executive 
Council states that the division has given 
considerable study to the possibilities 
of increasing loans. : 

“Ideas for developing more loans for 
the smaller banks were explored at even 
greater length. In communities where 
there are but few enterprises, banks are 
not able to employ even an average 
share of their ample funds in actual war 
production work. This could be cor- 
rected in part if tied into the renewed 
efforts being made now to convert small 
plants to war uses. . . . Banks should 
have the preference in making such of 
these loans as can be handled. There- 
fore the division recommends that the 
Smaller War Plants Corporation be 
urged to require plants applying for 
loans and other assistance to exhaust 
their possibilities at their local banks 
first.” 










State Bank Division 


The report of the State Bank Division 
to the council stresses the effects of the 
- war on banking and points out that most 
of this division’s activities have been 
devoted to aiding A. B. A. members in 
dealing with the problems that the war 
and government regulations developing 
from it have brought about. ; 

A special subcommittee of the divi- 
sion is preparing a history of state bank- 
ing ‘to be published in book form which 
will portray the contributions of banks 
to the development of the country. 

Trust Divisions 

The report of the Trust Division to 
the council described the work of the 
division in the fields of public relations, 
trust education, taxation, and Federal 
and state legislation. The report states 
that “A trust department may very 
properly and should be an income pro- 
ducing part of the bank. There is no 
reason why it should not earn a fair 
return upon the capital which is repre- 
sented and upon the efforts that are put 
forth by that part of the bank. It is 
dependent upon fees . . . and with the 
increase in the importance of fees in 
general banking operations, the services 
of the trust department as a producer of 
income will come to be recognized.” 

Savings Division 

The report of the Savings Division 
stated that the division “is opposed to 
any policies of banks which tend to 
discourage the building up of savings 
deposits, especially at this time. This 
position is based upon the studied 
opinion, and basic truth that the pro- 
motion of thrift through the encourage- 
ment of savings accounts is of major 
importance in the economy of the coun- 
try. Savings accounts are anti-infla- 
tionary. They help to create the habit 
of thrift so necessary at this time, help 
maintain the place of banking with the 
millions of savings depositors of our 
nation, strengthen the economic stability 
of the community, and are profitable. 

“We wish to emphasize with all our 


power a fact which is so fundamental 
and so well established that it has 
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apparently been overlooked or for. 
gotten. That is that one of the major 
functions of banking is to accumulate 
the savings of the people in p i 
and in hardship, in good times and 
and to make such savings available jn 
the promotion of industry, commeme, 
and in the perpetuation of our national 
economy.” 


State Secretaries Section 


The report of the State Secretaries 
Section stressed the development of 
regional conferences of state secretaries, 
Officers and secretaries of the various 
state associations, together with A. B. A. 
officials, have instituted annual meetings 
in the Middle West, the South, the East 
and New England, and the Westem 
states. Closer contact and codperation 
throughout the year will result from 
these conferences, the report stated. 


Insurance and Protective Committee 


The Insurance and Protective Com- 
mittee’s report said that in recent years, 
“the majority of banks have improved 
both the quality and amounts of their 
insurance coverage and the efficiency of 
their loss prevention measures to keep 
them abreast of any additional hazards 
or exposures to loss resulting from 
changing conditions in wartime banking. 

“The quality of bank insurance was 
never higher than now and the premium 
rates never so low,” the report com 
tinued. “During the six months ended 
February 28 there were no bank burg: 
laries and only eight holdups. This is 
the first time in the records of the 
Association that no night burglaries of 
banks were ‘reported in any similar 
period of six months.” 


Agricultural Commission 


In reporting for the Agricultural 
Commission, Otis A. Thompson 
chairman, stated that in meeting the 
goals of the nation at war “the com 
munity bank, dealing in such s 
attributes as the savings and credits of 
its people, is one institution that & 
qualified to lead, whether it be in meet 
ing bond goals or food production 
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We have the great responsibility to see 
that proper safeguards are built both 
for agriculture and industry—warnings 
and protection against the strong in- 
flationary winds that are sweeping across 
a war-torn world. In this, our problem 
and our task is to push and to pull— 
push for increased production and pull 
inst the threat of an inflation hurri- 
cane. In the midst of this paradoxical 
effort to save the American system, it 
seems grossly unfair that we should also 
have to fight to preserve our business 
against the inroads of government credit 
agencies in the agricultural field.” 


Ration Banking Committee 

In reporting for the Ration Banking 
Committee, Rowland R. Hughes, chair- 
man thereof, has stated that, “It is 
apparent, that if the rationing program 
is to be maintained this must be done 
with the aid of nation-wide ration bank- 
ing. The load, however, is clearly going 
to be so heavy that only through greatest 
efficiency and simplicity of operation in 
permitting the banks to maintain their 
manpower, will it be possible for the load 
to be handled and the machinery of 
ration banking to function. It appears, 
therefore, necessary that any changes 
from now on in the rationing program 
must be geared to ration banking and 
adjusted to fit in with ration banking 
operations rather than attempting to 
adjust ration banking for each type of 
commodity to varying peculiarities of 


the different rationing programs as set 


up by different divisions of the OPA. 
This policy might be considered putting 
the cart before the horse if the opera- 
tions had not now reached the point 
where it is absolutely necessary to give 
first consideration to the banking side 
of the program to avoid a_ possible 
breakdown in ration banking which 
might precipitate the collapse of the 
whsie rationing program with the 
disasters that that entails.” 


Committee on Federal Legislation 


A. L. M. Wiggins, vice president of 
the Association, reported for the Com- 
Mittee on Federal Legislation, of which 
he is chairman. “The fight of our bank- 


ing system represents the front line 
trenches in the fight to preserve this 
nation against a socialistic state,” he 
said. “It has been the history of the 
nations of Europe, Germany and Italy 
and others, that the dictator’s first move 
is to secure the control of the credit 
system of his nation. That control is 
secured in many ways but in this nation 
it has taken the form of so-called social- 
ized credit. That is the spearhead of the 
attack of state socialism on democracy. 
The American Bankers Association occu- 
pies a critical position, a strategic place 
in the fight. The test of our courage— 
whether we are men or cowards—will 
come as that fight grows stronger and 
more bitter. We will be denounced from 
one end of this nation to the other as 
money grabbers and possibly again we 
will be put in the temple as Shylocks 
and money changers, but if we have the 
courage of men, we will recognize in this 
contest something that is more funda- 
mental than the salvation of the chart- 
ered banking system, ‘because the 
chartered banking system and private 
credit are the foundations upon which 
our entire system of private enterprise 
rests. If you destroy the private enter- 
prise system in this country you destroy 
our entire system of democracy and 
representative government. 

“So we are in the front line trenches 
and we will bear the bruises and suffer 
the pains and the disappointments and 
the criticisms that come to those who 
champion a worthy cause. If we are 
worthy of the charge that our forefathers 
through their great labors have laid upon 
us, we will meet these issues courage- 
ously and upstandingly regardless of the 
blows and the losses that we may suffer.” 


Public Relations Council 


Reporting for the Public Relations 
Council, Gwilym A. Price, its chairman, 
summarized his topic with three points. 
They were: “First, we must have sound 
policies of management. Second, by 
competent performance we must trans- 
late those policies into services the 
public wants and needs today. Doing is 
more important than saying. Third, the 
doing alone is not sufficient. As Paul 
Garrett puts it, ‘Living right is not 


‘THE BANKERS MAGAZINE for May, 1943 455 





enough. People must know that you live 
right.’ Our final task, then, is to employ 
the mechanics of public relations to let 
the public know what we have and how 
we operate. These mechanics are power- 
ful weapons if we make full and wise 
use of them. The place of chartered 
banking in our national economy, and 
the resultant opinion of the public in 
the years ahead, will depend largely 
upon the extent to which we follow these 
guideposts.” 


Convention Dates 


Owing to war conditions, conventions 
are subject to change and cancellation. 


May 26-27—Texas Bankers Association. 
Texas Hotel, Fort Worth. 

May 26—Indiana Bankers Association. 
Indianapolis. 

May 26—Ohio Bankers Association. 
Deshler Wallick Hotel, Columbus, 
Ohio. 

May 26—New Jersey Savings Bank 
Association. Essex House, Newark, 
N. J. 

May 26-28—Illinois Bankers Associa- 
tion. Palmer House, Chicago. 

June 2—Connecticut Bankers Associa- 
tion. Lawn Club, New Haven, Conn. 

June 4-5—District of Columbia Bankers 
Association. Hotel Mayflower, Wash- 
ington, D. C. 

June 8—South Dakota Bankers Associa- 
tion. Mitchell, S. D. 

June 9-10—American Institute of Bank- 
ing. Chicago, III. 

June 9-10—Virginia Bankers Associa- 
tion. Jefferson Hotel, Richmond. 

June 10-11—Missouri Bankers Associa- 
tion. Jefferson Hotel, St. Louis. 

June 14-26—Graduate School of Bank- 
ing. Rutgers University, New Bruns- 
wick, N. J. 

June 16-18—Minnesota Bankers Asso- 
ciation. Hotel Nicollet, Minneapolis. 

June 18-19—North Dakota Bankers 
Association, Fargo, N. D. 

June 19—Wyoming Bankers Associa- 
tion. Casper, Wyoming. 


June 19—West Virginia Bankers Asso. 
ciation. Daniel Boone Hotel, Charles. 

ton, W. Va. 

June 21-22—-Montana Bankers Associa- 
tion. Hotel Northern, Billings. 

June 22-24—Financial Librarians War- 
time Conference, Special Libraries 
Association. Hotel Pennsylvania, New 


York, N. Y. 


June 23—Colorado Bankers Associa- 
tion. Shirley-Savoy Hotel, Denver, 
Colo. 

June 23-24—Wisconsin Bankers Asso- 
ciation, Milwaukee. 

September 5-7—Iowa Bankers Associa- 
tion. Hotel Fort Des Moines, Iowa. 

September 13-18—American Bankers 
Association. War Service Business 
Meeting. Hotel Waldorf-Astoria, New 
York, N. Y. 

September 19-14—Financial Advertisers 
Wartime Membership Meeting. Prob- 
ably in Chicago. 

September 24—National Association of 
Bank Auditors and Comptrollers, 
Detroit. 


Anniversaries 
East River Savings Bank 


On May 22 the East River Savings 
Bank, New York, completed ninety-five 
years of service to the public. The bank 
was officially opened for business May 
22, 1848, the fifth mutual savings bank 
in New York City. It was open two hours 
daily, three times a week at 145 Cherry 
Street, then overlooking the East River, 
from which it took its name. 

Cherry Street, known as Quality Row, 
was celebrated on the lower East Side 
as the street on which George Washing- 
ton’s Presidential Mansion stood.. 

Back of the home of John Leveridge 
in which the bank opened—the land ran 
down to the East River which played 
such an active part in the business of 
city. Since then the city has added 
“made land” to that part of the city, has 
built it up so successfully in fact, that 
there are now two streets between 
Leveridge back parlor and the river. 

The Charter Trustees of the East River 
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Savings Institution—as it was known 
until 1927—included men of means as 
well as tradesmen in the neighborhood 
who were willing to contribute their 
funds, time and energy to create a 
savings institution for the “numerous 
class of citizens, residing in its vicinity, 
among whom were laborers, mechanics, 
and domestics who desire a Depository 
as an incentive to industry frugality and 
economy.” 

Most of the twenty-eight Charter 
Trustees were men of social standing and 
community interests. They included old 
and famous New York names, men of 
merit and achievement: John C. Beek- 
man; Alexander C. Poillon; Daniel H. 
Brooks; Richard L. Schieffelin; John 
Leveridge; John T. Agnew; John 
Harper. 

Trustees with a- semi-philanthropic 
interest in the bank gave it their energy 
as well as money and moral support. 
Not only did they do their share of 
opening the accounts for there were no 
paid employees at first, but they actually 
solicited accounts among their neigh- 
bors, relatives and business acquaint- 
ances. The earliest ledgers record the 
accounts obtained by the individual 
trustees. Among the early accounts, as 
might well be expected in 1848—when 
elementary education was not compul- 
sory—there were a large percentage of 
“mark” accounts, that is those who were 
unable to sign the ledger, and had to 
— a mark as evidence of their owner- 

ip. 

Bookkeepers of old took the liberty of 
entering personal or amusing comments 
on these early ledgers. One noted with- 
out witticism or criticism “Husband says 
not to let his wife, the depositor draw 
against her account, for she drinks.” 


Accounts were opened for depositors 
whose occupations are now rare or out- 
moded: Hair draper; Coachman; Tassel 
maker; Minstrel; Canal Boat Captain; 
Wig Maker; Hoop Skirts. 

The first President was also President 
of the renowned Chatham Bank, which 
Was organized by a nucleus of eight 
members of the Board of Trustees of the 

River Savings Bank. Shortly after- 
ward, the Chatham Bank invited the 
East River Savings Bank to conduct its 
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business at their new headquarters. 
Thereafter, until 1927 when the East 
River Savings Bank opened its first 
branch at 96th Street and Amsterdam 
Avenue the bank was located in the 
lower part of Manhattan but with 
depositors scattered throughout the city 
and nation. 


In 1932 the Italian Savings Bank, the 
Maiden Lane Savings Bank and the East 
River Savings Bank merged into one 
institution, giving a city-wide banking 
service from five offices. On January 1, 
1943 the bank served 190,086 depositors 
and had a deposit liability of $174,- 
319,000. 

Joseph A. Broderick, former Superin- 
tendent of Banks of New York (1929- 
1934) and a member of the Board of 
Governors, Washington, D. C., of the 
Federal Reserve System (1936-1937) 
has been president since October, 1937. 


This year employees will, as usual 
commemorate the birthday by wearing 
a white carnation and the current Board 
of Trustees will be celebrated in the 
Correspondence Course of training now 
being distributed to all employees. 


Home Insurance Company of N. Y. 


April 13th marked the 90th anniver- 
sary of The Home Insurance Company 
of New York. The Home is not only 
one of the oldest insurance companies 
in the United States, but it is also one 
of the largest fire insurance companies 
in the world. In observance of this 
notable anniversary, and coinciding with 
the opening of the Second War Loan 
Drive by the United States Treasury to 
raise thirteen billion dollars from April 
12 to 30, inclusive, the company an- 
nounced that all new gross premiums 
received from its 25,000 agents, or pro- 
ducers, as they are called in the insur- 
ance industry, from April 13 to Decem- 
ber 31, 1943, inclusive, will be invested 
in War Loan Bonds. 

The Home Insurance Company of 
New York was founded April 13, 1853, 
largely as the result of the situation 
prevailing in the insurance industry 
during the years following the Great 
Fire in 1835 and the equally disastrous 
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Broad Street conflagration which cc- 
curred a decade later. At that time, 
many new insuratice companies had 
sprung up to take advantage of the 
rapidly increasing demand for protec- 
tion against loss by fire. In the absence 
of proper supervision and regulation 
such as exists today, competition was 
very bitter and rate-cutting and other 
unsound practices were common. In 
alarm over such conditions, a group of 
merchants and property owners met and 
organized The Home Insurance Com- 
pany of New York. 

Because of the far-sighted policy 
formulated by its founders, the new 
company was termed a “wild and reck- 
less experiment” and a “desperate 
undertaking.” Yet, after starting opera- 
tion with a paid-in capital of $500,000, 
within 18 months it had 140 agents and 
as early as 1855 was compiling its own 
experience tables. The company grew 
and prospered and in 1866 was a leader 
in the organization of the National 
Board of Fire Underwriters. 

The war between the States and the 
severe conflagrations which occurred in 
the years following imposed heavy 
losses, but the company continued to 
flourish, even though the Chicago Fire 
in 1871 cost it $2,540,861. These losses 
were settled without litigation, borrowing 
or calling a loan. Following a year 
later, the Boston Fire was another major 
test of the company’s stability. Its 
success in meeting these staggering 
blows inaugurated the period of greatest 
growth for the company up to that time, 
despite the fact that 1873 was the only 
year in its history when it did not 
declare a dividend to stockholders. 


Owing to the lessons learned in the 
Chicago and Boston fires, the Home 
company adopted a policy of spreading 
risk so that the San Francisco fire, 
although the greatest catastrophe of its 
kind ever experienced by the nation, 
cost the company only $2,194,951, 
amounting to less than a quarter of its 
surplus at the time. 

During and after the first World War, 
The Home Insurance Company enjoyed 
a period of tremendous growth, its 
development of the Home Fleet, or 
group of associated insurance com- 
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panies, beginning in 1915. The Home 
today writes more property insurance 
premiums than any other company in 


the United States. 


National City. Bank of Cleveland 


On May 17, The Nationa! City Bank 
of Cleveland celebrates its 9%th anniver- 
sary. It was originally founded as the 
City Bank in 1845 and received its 
national charter No. 786 in 1865 at 
which time it changed to its present 
name. : 

Ten years ago, its published state. 
ment of March 31, 1933, showed total 
resources of $35,630,328.46. The com- 
parative statement ten years later, 
March 31, 1943, showed total resources 
of $356,665,773,92. 

This bank had, in 1933, about seventy- 
five employees and today employees and 
officers total 440. 

Both S. B. Congdon, president, and 
L. B. Williams, chairman of the board, 
came to the bank in 1933 and it is under 
their guidance that this ten-year growth 
has been made possible. 


Anglo-California National Bank 


On April 5 the 637 staff members of 
the Anglo-California National Bank, San 
Francisco, one of California’s oldest and 
largest banking institutions observed 
their organization’s seventieth birthday 
anniversary. 

Although the roots of the Anglo Bank 
go back as far as the pioneer days of 
1850, the bank officially regards April 
5, 1873 as its date of birth, when a group 
of London bankers incorporated The 
Anglo Californian Bank, Limited, to 
take over the San Francisco banking 
business of J. & W. Seligman & Co. This 
old firm of bankers and merchants, with. 
houses in New York, London, Paris and 
Frankfort, had been operating a banking 
office in San Francisco since 1868 as at 
outgrowth of an importing business 
established in 1850. The first quarters 
of the bank were located at California 
and Leidesdorff Streets. In 1882 they 
were removed to Pine and Sansome 
Streets. In the great fire of 1906 the 
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bank’s building was totally destroyed, 
but business was carried on as usual in 
the private home of its manager until a 
new building was erected. 

In 1908, the London Paris National 
Bank, formerly the London, Paris and 
American Bank, Limited, which had 
been organized in 1884 to succeed the 
San Francisco banking business of 
Lazard Freres of New York, London 
and Paris, was consolidated with the 
Anglo Californian Bank to form. the 
Anglo & London Paris National Bank. 
In 1910 the bank occupied a new build- 
ing at 1 Sansone Street which, success- 
ively enlarged in 1915, 1923 and 1937, 
now houses the block-long head office 
of the present institution. 

In 1932, the Anglo-California Trust 
Company, which was organized at about 
the same time as the Anglo & London 
Paris National Bank to carry on the 
trust and savings business of the two 
predecessor banks, was merged with the 
latter institution to form the present 
Anglo California National Bank. 

The Anglo Bank today has twenty 
banking offices, ten of them located in 
San Francisco and the remaining ten in 
Oakland, San Jose, Bakersfield, Chico, 
Hanford, Lemoore, Modesto, Red Bluff 
and Redding. 

The Anglo Bank is believed to be the 
first bank in San Francisco to establish 
a branch office and the first bank in the 
United States to have a department for 
financing the purchase of automobiles. 
It renders a complete banking service, 
and has over 135,000 depositors. Ac- 
cording to its latest published statement 
of condition, as of December 31, 1942, 
the bank had resources totaling more 
than $292,000,000 and capital funds 
exceeding $22,500,000. 

The management is headed by W. H. 
Thomson, president. The board of 
directors is composed of Fred W. 
Ackerman, Othmar Berry, Richard D. 
Brigham, Allard A. Calkins, Harry D. 
Collier, Adrien J. Falk, Maurice E. 
Harrison, Paul E. Hoover, Sam H. 
Husbands, Ernest Ingold, Samuel Kahn, 
Berkeley Neustadt, William B. Reis, 
William H. Thomson and Willard 0. 
Wayman. 
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© Bachrach 
ALBERT W. OLSEN 


Personal 
Albert W. Olsen 


John E. Bierwirth, president of the 
New York Trust Company, has an- 
nounced that the Board of Trustees has 
appointed Albert W. Olsen as assistant 
to the president. Mr. Olsen attended 
Hotchkiss School and is a graduate of 
Yale University. During the first World 
War he served as First Lieutenant in 
the United States Army. Mr. Olsen has 
had a varied experience in commerce 
and industry, covering several years in 
foreign trade principally in the Far 
East and including two years’ residence 
in China. Subsequently, he had for 
several years been associated with A. G. 
Spalding & Bros., as vice-president. 


Henry A. Fox 


Henry A. Fox, formerly vice-president 
of Universal Credit Corporation of 
Detroit, has been elected a vice-president 
of The Continental Bank & Trust Co., 
New York. Mr. Fox, who has a wide 
acquaintance with the nation’s’ banking 
institutions, will be in charge of the 
correspondent banks division of the 
Continental. 

Mr. Fox had been in charge of bank- 


459 





ing operations for Universal Credit 
Corporation—one-time subsidiary of 
Ford Motor Co. and now owned by 
Commercial Investment Trust Corpora- 
tion—for the last fourteen years, having 
entered the employ of the company as 
assistant treasurer in 1929. Before that 
he was with the Industrial Acceptance 
Corporation as assistant treasurer in 
charge of commercial paper sales and 
traveled extensively throughout the 
country contacting the company’s vari- 
ous sales representatives. 


James T. Lee 


James T. Lee, a vice-president of the 
Chase National Bank, New York, for the 
past fourteen years, has been elected a 
member of the bank’s board of directors. 
At the same time Mr. Lee resigned from 
the official staff of the bank in order to 
devote himself primarily to the execu- 
tive responsibilities he assumed recently 
as president of the Central Savings 
Bank, Broadway at 74th Street. Mr. 
Lee is widely known as an authority in 
the field of real estate investment and 
management. 


Andrew J. Paine 


Andrew J. Paine was elected president 
of Chicago Chapter, American Institute 
of Banking, at the annual meeting of the 
members recently. Mr. Paine has been 
acting president of Chicago Chapter 
since December when his predecessor, 
W. Leland Foster, accepted a commis- 
sion in the Navy. Mr. Paine is associ- 
ated with the Continental Illinois 
National Bank & Trust Company. 


New N. Y. Ass’n. Officers 


The fiftieth annual election of officers 
held by the New York State Bankers 
Association, and the first ever conducted 
by mail ballot, resulted in the election 
of E. Chester Gersten, president of the 
Public National Bank and Trust Com- 
pany, New York City, to the Associa- 
tion’s presidency Mr. Gersten will take 
office on May 14, succeeding John P. 
Myers, president of the Plattsburg 
National Bank and Trust Company, 
Plattsburg. 

Other officers 


elected include C. 
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George Niebank, president, Bank of 
Jamestown, vice-president and E. Bum. 
ham Guild, president, First National 
Bank and Trust Company, Walton, 
treasurer. 

The Association, whose membershi 
of 854 includes 671 of the State’s 697 
commercial banks and trust companies, 
voted last January to abondon plans for 
its annual convention in order to con- 
serve transportation facilities and man- 
power needed in the prosecution of the 
war. 


New Group VIII Officers 


Eugene W. Stetson, president of the 
Guaranty Trust Company, New York 
City, and chairman of the New York 
Clearing House committee, has been 
elected chairman of group eight of the 
New York State Bankers Association, 
comprising 96 banks in New York and 
Bronx counties. 

Mr. Stetson who was vice-chairman 
of the group during the past fiscal year, 
succeeds H. Donald Campbell, president 
of the Chase National Bank. 

William Gray, Jr., president of the 
Central Hanover Bank and Trust Com- 
pany, was elected vice-chairman of the 
group, and Edward F. McGinley, vice- 
president of the Chemical Bank and 
Trust Company, was elected secretary 
and treasurer, succeeding James B. 
Birmingham, vice-president of National 
City Bank. 


George J. Bassett 


A man of wide business and banking 
experience, George J. Bassett, president 
of the Connecticut Savings Bank, New 
Haven, has been elected president of 
the National Association of Mutual 
Savings Banks. Mr. Bassett brings to 
that position a varied experience mM 
business and public affairs. After 
graduation from school, he entered the 
hardware business, with which he has 
been continuously identified from that 
time forward. He became vice-president 
of the New Haven Bank, N.B.A., in 1923, 
and served in that capacity until he was 
appointed Bank. Commissioner of the 
State in 1931. Two years later trustees 
of the Connecticut Savings Bank invited 
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him to the presidency of that institution. 
Under his direction the bank has devel- 
oped its service to the community along 
broad lines. 

Mr. Bassett takes an active part in 
other business and civic interests. He is 
the director of the New Haven Bank, 
N.B.A., New Haven Gas Light Company, 
New Haven Water Company; a former 
president of the New Haven Chamber of 
Commerce; a former Police Commis- 
sioner of the City, and for some time, 
chairman of the Traffic Commission and 
the City Plan Commission. Other 
interests include numerous patriotic and 


‘civic enterprises. 


As a former president of the Savings 
Banks Association of Connecticut, and 
Bank Commissioner of the State, Mr. 
Bassett assumes direction of the National 
Association of Mutual Savings Banks 
with special knowledge of these institu 
tions. 

e 


Bank Buildings 
The Bank of the Future 


Unless better and more liveable com- 
munities for postwar America are 
concretely planned now, the wrong 
things will be built in the wrong places 
when peacetime building is resumed, 
The Architectural Forum magazine 
states in its May issue. 

To provide a basis for discussion and 
to stimulate planning for the future, The 
Architectural Forum has devoted its 
entire current issue to a complete 
variety of postwar building projects 
designed by twenty-two architects in the 
commercial building field, including 
such noted firms as Holabird & Root, 
Moore & Hutchins, William Lescaze, 
Pietro Belluschi (A. E. Doyle Asso- 
ciates), Stonorov & Kahn, Caleb Horn- 


bostel, Lorimer Rich, Antonin Raymond, 


Douglas Orr, and Voorhees, Walker, 
Foley & Smith. 

The Editors point out that in this 
gtoup of designs, the architects have 
endeavored to create buildings with 
‘ong-term investment values in mind, 
Mcorporating new theories of land 
utilization, and safeguarding against 
early obsolescence. 


“These buildings are not prophesies,” 
The Architectural Forum explains, “Ex- 
cept for an occasional guess as to what 


industry will produce in new, better or 


cheaper materials and equipment, they 
could all be built without waiting for 
some ever-receding technological mil- 
lenium.” 


Designed for a typical community of 
60 to 70 thousand people, about half the 
buildings are suggested for use in the 
“Main Street” area, which would be 
partly converted for pedestrian use. 

The bank projected in this issue was 
designed by John C. & Sarah Harkness, 
New York designers, which is described 
as follows: 


“Banks have changed considerably in 
the last 20 years. In the first place, 
there are fewer of them. In 1921 there 
were 30,000 banks, and there are now 
14,500—or, including branch offices, 
18,500. Those which went out of busi- 
ness were primarily small country 
banks, since increasing ease of trans- 
portation tended to centralize banking 
in large trading centers. Another 
reason for the decrease is that legislation 
has curtailed the varieties of services 
rendered, such as the underwriting and 
sale of securities (except Government 
securities). Although future bank sus- 
pensions are less likely, due to Federal 
deposit insurance, it would seem un- 
desirable to build a bank which could 
not gracefully modify its functions. We 
cannot foretell the nature of the bank of 
tomorrow, but chances are that its 
functions will continue to be modified. 


“At present two new functions have 
been imposed on banks: the sale of war 
bonds and handling ration coupons. 
This has greatly increased bookkeeping. 
It has also necessitated temporary re- 
arrangements, sometimes in a makeshift 
manner. This example makes more 
obvious the fact that the internal set-up 
of the bank should not be massive and 
unchangeable. a 

“We have placed our bank at one of 
the important entrances to the business 
center, with the main floor raised above 
the street and spanning an open space. 
Within the ground-floor space is a 
special tellers’ cage for handling small 
checking accounts. This is the most- 
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used functon of the bank at the present 
time. 
profitable—since loans, formerly the 
maim source of income, are now largely 
confined to short-term Government 
obligations. Larger checks are cashed 
upstairs on the main floor. This plan 
does away with the austere, ‘temple’ 
quality of the bank of the past, by 
placing the street floor tellers in about 
the same relation to the public as the 
ticket-seller outside a movie theatre, but 
makes a particularly safe bank, since 
the main part is above the street. 

“In recent years, banks have been 
trying to become more human. Some 
city banks have elegant conference 
rooms; country banks sometimes have a 
rustic back room with a log fire, where 
farmers may discuss their business. In 
this bank we have tried to accentuate 
this trend by the openness of the design 
and the generally informal treatment.” 


Capital Changes 


N. Y. Trust Increases Capital 
Stockholders of The New York Trust 


Company at a recent special meeting 
have approved the proposal to increase 
the amount of the authorized capital 
stock of the Company from $12,500,000, 
consisting of 500,000 shares of the par 
value of $25 per share, to $15,000,000, 
consisting of 600,000 shares of the par 
value of $25 per share. 

The new stock is offered to stock- 
holders of record at the close of business 
April 28 in the proportion of one share 
of new stock for each five shares held, 
at the price of $75 a share. From the 
proceeds, $25 per share will be credited 
to capital and $50 to surplus of the 
Company. The new shares must be 
paid for before three o’clock on the 
afternoon of May 12, 1943. Transfer- 
able warrants issued to stockholders 
will be void after that time. 

In making the announcement, John E. 
Bierwirth, president, said “The Company 
has entered into an agreement with 
Morgan Stanley & Co. and associates 
for the underwriting of this offering, 
the underwriters obligating themselves 
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It is also becoming the most - 


severally to purchase at the aforesaid 
subscription price of $75 per share al] 
shares not subscribed for by stock. 
holders.” 

e 


Federal Deposit Insurance 
Assets of Insured Banks Increase 


Total assets and deposits of the 13,347 
insured commercial banks were higher 
on December 31, 1942, than on any other 
call date during the existence of the 
Federal Deposit Insurance Corporation, 
Chairman Leo T. Crowley announced 
last month. Total assets amounted to 
$95,458,000,000, an increase of $18, 
627,000,000, or 24 per cent over the 
figure for December 31, 1941, notwith- 
standing the elimination on the later 
date of $525,000,000 of reciprocal inter- 
bank demand balances with banks in 
the United States. 

The comparative statement of assets 
and liabilities of all insured commercial 
banks issued by the Corporation also 
revealed the following significant items: 

1. Total deposits, excluding reciprocal 
interbank demand balances of $525, 
000,000, amounted to $87,819,000,000. 


The deposits were higher by $18,398, 


000,000, or 26 per cent, than deposits, 
including reciprocal balances, reported 
a year ago. The growth in deposits 
reflected chiefly the purchase by the 
banks of U. S. Government obligations 
offset in part by withdrawal of cur 
rency into circulation. Expenditures by 
the Treasury of funds obtained from the 
sale of securities to the banks served to 
increase the deposits of individuals, 
partnerships, and corporations. i 
demand deposits with the banks were 
$47,128,000,000, or 29 per cent larger 
on December 31, 1942, than a year ago; 

2. Investments by the banks in United 
States Government obligations and obli- 
gations guaranteed by the United States 
Government increased during the yea 
by $19,664,000,000, or 94 per cent, and 
amounted to $40,712,000,000 on Decem- 
ber 31, 1942; 

3. Investments in obligations of States 
and political subdivisions on Dec 
31, 1942, amounted to $3,533,000,000, @ 
reduction of $118,000,000, or 3 per cent 
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during the year period. Investments in 
other securities declined by 7 per cent 
and amounted to $3,099,000,000, on 
December 31, 1942; 

4, Loans and discounts amounted to 
$18,906,000,000, a decline of $2,537,- 
000,000, or 11 per cent from last 
December. The reduction in loans over 
the year was chiefly in consumer loans, 
although business loans also declined; 

5. Excluding reciprocal interbank 
demand deposits the banks reported 
cash, reserves, and funds due from banks 
of $27,593,000,000, on December 31, 
1942, an increase of $1,801,000,000, or 
7 per cent, since December 31, 1941; 

6. Of the assets held by insured com- 
mercial banks on December 31, 1942, 
2° ser cent were cash, reserves, and 
funds due from banks, 49 per cent were 
securities, and 20 per cent were loans 
and discounts; 

7. Total capital accounts of the in- 


sured commercial banks increased by - 


$211,000,000 over the year period, 
reflecting increases in surplus, undivided 
profits, and reserves, which more than 
ofiset retirements of preferred capital. 
Total capital accounts amounted to 
$7,056,000,000 on December 31, 1942, 
equal to 7:4 per cent of book value of 
assets, compared wi... 8.9° on December 
31, 1941. 


Inflation 


Price Control in U. S., Britain and 
Canada 


The Government’s struggle to restrain 
the advance in prices and the cost of 
living appears to have reached a critical 
stage, states the Guaranty Trust Com- 
pany of New York in the current issue 

_ of The Guaranty Survey, its monthly 
review of business and financial condi- 
tions in this country and abroad. 

“The outcome of the current wage 
and farm price issues may go far toward 
determining the success or failure of this 
country’s part in the joint effort by 
which the United Nations hope to avoid 
sefere price disturbance during and 

the war,” The Survey continues. 
“The elaborate mechanisms set up to 
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achieve this purpose have functioned ' 
rather well thus far, particularly in 
Great Britain and Canada, where 
authorities apparently are less hamp- 
ered by the political pressures that 
menace our own program. In this 
country also the present controls, forti- 
fied by the executive order of April 8, 
directing control authorities to restrict 
further price and wage increases to ‘the 
minimum extent required by law,’ seem 
capable of achieving their objective if 
they can be protected against the attacks © 
of those who fail to realize how vital 
stabilization is to success in the war 
effort and in the peace to follow. 


Three Stabilization Plans 


“Numerous significant points of 
similarity and contrast appear in the 
methods by which the three closely 
related economies of Britain, Canada 
and the United States have sought to 
maintain price stability in the midst of 
the disturbing influences of war time. 
Both the devices used and the degrees of 
success achieved have been determined 
partly by the particular types of econ- 
omic stress that the war has imposed 
and partly by the broader features of 
the political and social backgrounds in 
the three countries. 

“In general, the methods adopted 
seem to have met fairly well the require- 
ments of these varying conditions, with 
the result that, while complete price 
stability has by no means been attained, 
the advance has been held within much 
narrower limits than it was during the 
last war, despite the greater economic 
strains that have undoubtedly prevailed 
in the present instance. In all three 
countries, however, it is recognized that 
the potential causes of price disturbance 
will increase rather than diminish in 
power as time goes on and that pro- 
gressive reinforcement and adaptation 
of controls will be needed to avoid a 
repetition of the serious price disorders 
that accompanied and followed the first 
World War. 


Continuing Effort Required 


“The results achieved indicate that 
success depends not so much on the 
exact nature of the regulatory mechan- 
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isms as on the firmness and judgment 
with which they are administered and 
the ability of leading economic groups 
to understand and accept the sacrifices 
that are indispensable to stability in 
war time. If account is taken of the 
magnitude of the problems encountered, 
the more flexible and loosely organized 
system adopted in Great Britain seems 
to have functioned no less effectively, 
and to have quite as favorable an out- 
look for continuing success, as the more 
rigid structures established in Canada 
and the United States. In all three 
countries, the controls have been suffi- 
cient to hold the price advance within 
comparatively moderate limits and have 
accomplished this objective without 
seriously interrupting the flow of essen- 
tial goods and services. 

“That this encouraging record can 
be maintained throughout the war 
period, however, is by no means 
assured. The pressure of expansive 
forces typical of war time is constantly 
increasing and can be resisted only by 
corresponding increases in the counter- 
pressures exerted by control authorities. 
This is particularly evident in Canada, 
where experience has shown an apparent 
need for more forceful methods of con- 
trol, and in the United States, where the 
entire program is threatened by the 
refusal of certain groups to accept 
stabilization at existing levels. In free 
societies, effective regulation under any 
conceivable system is possible only with 
public consent based on an appreciation 
of the nature and importance of the task. 

“Another urgent need, especially in 
the United States, is a fiscal policy based 
on the recognition that direct price con- 
trol is only one phase of an effective 
stabilization program. Although Fed- 
eral taxes have risen sharply, they are 
still at a level representing only a small 
part of Government expenditures. The 
result is that a large volume of excess 
purchasing power. continues to seek out- 
lets and to exert a steady and powerful 
upward pressure on prices. Until this 
situation is corrected by adequate tax 
legislation, the outlook for the success 
of direct price control will remain very 
uncertain. 
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Regulation at Home 


“After experimenting for more than 
a year with regulation of individual 
prices, the United States adopted 4 
system of general control in April, 1942, 
with the issuance of the General Maxi- 
mum Price Regulation,: which estab. 
lished March, 1942, as the base period 
for maximum prices to be charged by 
manufacturers, wholesalers and retailers 
of goods and services. That regulation 
is still the basis of our price control 
system. 

“There seems to be no room for doubt 
that the General Maximum Price Regu- 
lation, or rather the price control 
machinery of which that regulation is 
the center, has greatly retarded the 
advance in prices. Before the regula 
tion was issued, the average increase in 
wholesale prices for the war period was 
about 1 per cent a month. Since the 
issuance of the regulation, the rate of 
advance has been held to one-third of 
1 per cent monthly. For the entire war 
period thus far, the average rate of in- 
crease has been less than half as swift 
as that during the comparable period of 
the first World War. 


Canadian Controls 


“The Canadian system of price and 
wage control, which became effective on 
December 1, 1941, is similar in its 
essential features to our own. Witha 
very few defined exceptions, it provides 
general ceilings for wholesale and retail 
prices and for wages in virtually all 
industry, with price levels that prevailed 
in the four-week period ended Octobet 
11, 1941, constituting the base and the 
problems encountered in administering 
the regulation also have been broadly 
similar to those experienced in 
United States. 

“An outstanding difference betwee 
Canadian and United States policy m 
wartime price’ administration is im 
broader use of subsidies in Canada. 
only in agriculture but also in i 
trade in essential consumer supp 
Canadian authorities have made pie 
vision for subsidy payments to pr 
price ceilings. In a number of i 
stances, they have resorted to bulk pur 
chasing in order to avoid paying 


THE BANKERS MAGAZINE for May, 9 





it 
I- 
il 
is 
ie 
2- 
in 
as 
re 
of 
of 
ar 
n- 
ft 
of 


5 & 


S POAC P ARE sd PSR TA eee 


sidies through private importers. The 
extension of subsidies to manufacturers 
has been avoided by a program of 
economies and simplification in civilian 
production and distribution. 


“Another difference appears in basic 
wage policy. Whereas the objective of 
the National War Labor Board in the 
United States has been to stabilize 
wages at the September 15, 1942, level, 
without adjustment for subsequent ad- 
yances in the cost of living, the general 
aim in Canada has been to stabilize real 
wages, or the relative purchasing power 
of workers’ earnings, rather than nomi- 
nal wage rates. Bonus payments to 
workers, computed on the basis of 
changes in the official cost-of-living 
index, are prescribed as an elastic com- 
ponent of the aggregate earnings of 
labor. 

“Despite the numerous adjustments 
that have been necessary, Canada, like 
the United States, has found general 
control an effective means of retarding 
the upward movement of prices. From 
the outbreak of the war until the adop- 
tion of general price regulation, the rise 
in wholesale prices proceeded at an 
average rate of slightly more than 1 per 
centa month. Since the general regula- 
tion became effective, the monthly rate 
has been reduced to approximately one- 
fifth of 1 per cent. 

“Recent experience has shown, how- 
ever, that in Canada, as in this country, 
price stabilization is a continuing 
struggle in which no set of regulatory 
devices, however elaborate and well de- 


signed, is sufficient to ensure success. 


At the end of the first year of trial with 
the general ceiling, the trend of prices 
was plainly upward, with food prices 
leading the advance at a time of year 
when those prices normally decline in 
Canada. Early in December, therefore, 
the Government announced reductions 
m prices of some foods, supported by 
subsidies to dealers, changes in import 
duties, and direct sales at a loss by the 
Government. This action seems to be 
tegarded as having marked the begin- 
ting of a new phase of policy based on 
fecognition of the prospect that the gen- 
eral ceiling, which had functioned with 
notable success for a year, could not 
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alone be relied upon to preserve that 
record. A broader use of subsidies and 
similar devices henceforth is considered 
imperative. 


British Price Regulation 


“Direct control of prices in Great 
Britain — the regulation of specific 
values in the war emergency—is much 
more decentralized than in Canada or 
the United States, and consequently 
more complex in its administrative 
aspects. It is regarded as complemen- 
tary to, and dependent for its success’ 
upon, general devices to limit civilian 
expenditure, such as restraint of in- 
creases in wages and profits, heavy in- 
creases in taxation, and the encourage- 
ment of savings. 

“The control of food prices is assigned 
to the Ministry of Food, while similar 
responsibilities in other fields are shared 
by the Board of Trade, the Ministry of 
Supply, the Ministry of Health and 
other departments of the Government. 
Within such major units of selective 
regulation are individual controllers of 
particular commodity sections who work 
closely with representatives of the in- 
dustries immediately concerned. The 
procedures thus established, as well as 
the separation of duties, reflect an evi- 
dent general objective of avoiding 
unnecessary rigidities or undue inter- 
ference with the usual functioning of 
business. 

“In Great Britain, as in Canada, sub- 
sidy payments and Government trans- 
actions in commodities have been more 
widely practiced than in the United 
States. Imported raw materials are 
purchased by the Government. There 
are no direct subsidies for goods other 
than food; but prices of certain im- 
portant domestic raw materials, such 
as coal and steel, are based not on cost 
to the marginal producer but on _aver- 
age cost, with compensation to the high- 
cost producer. Maximum prices estab- 
lished for private trade are duly related 
to the prices set by the Ministry of Food 
for the commodities it sells. The Min- 
istry, moreover, in many instances sells. 
commodities at less than their cost in 
order to assure the maintenance of rela- 
tively low prices at the level of final 
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distribution. Because rates of wages 
received by several million workers are 
linked by contract to the index of the 
cost of living, the food subsidies provide 
a convenient means of promoting indi- 


rectly the stability of industrial costs of 


production. 

“In view of the length and intensity 
of the British war effort and the greater 
dependence of Britain on foreign sources 
of supply, it is not surprising that the 
aggregate price advance in that country 
has been greater than in Canada or the 
United States. As measured by the 
Board of Trade index, the rise in whole- 
sale prices since August, 1939, has 
amounted to 65 per cent, as against 35 
per cent in Canada and 36 per cent in 
this country. The greater part of the 
advance, however, took place during the 
earlier months of the war period. For 
more than two years the upward move- 
ment has been confined to a rate approxi- 
mately equal to those maintained in 
Canada and the United States since the 
inauguration of general price control. 
The official cost-of-living index cover- 
ing food and other essentials has risen 
only 30 per cent since 1939 and has re- 
mained almost unchanged since 1941. 
The total advance in British prices since 
the beginning of the war has been only 
about half as great as that during the 
comparable period of World War I.” 


Country Banking 
Future of Country Banking 


William C. Rempfer, cashier, First 
National Bank, Parkston, S. D., ex- 
pressed deep concern over the future of 
the country banks at the recent mid- 
winter meeting of the Wisconsin Bankers 
Association in Milwaukee. Mr. Rempfer 
is chairman of the association’s bank 
management committee. He said: 

“The trend in the agricultural mid- 
west, especially during the past few 
years, has been toward a steady increase 
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in deposits and an equally stead 


crease in local loans. Whereas 6 


per cent of the deposits in all ¢ 
mercial banks were invested in lean 
1929, only 30 per cent were se invé 


in 1941. With this trend continuing 
situation has become so serious | 


something drastic must be done abot 


and soon, if a large number of cow 


banks are to survive.” 


Referring to the low return on im 
ments, Mr. Rempfer said, “I find’ 
by investing surplus funds in Fede 


state and municipal securities, ours 


tion is improved very little. The ¥ 
on this class of securities, in matur 


which a bank should hold, ranges # 


} per cent to 1}: per cent, or an a¥ 


of about 1} per cent and a net of a 


% per cent after Federal income t 
This is not enough to pay for th 


creased costs of operating ma 
at the present time.’ 


Mr. Rempfer stated that the ope 


expenses of banks are increa sing 
leaps and bounds, especially 

suggested that banks reduce paymé 
interest and increase service chargi 


volume rather than per item basis 


pointed out that Wisconsin banks 
out decidedly more of their gross 
in interest on time and savings de 
than nearby states and the country 
whole, while their service charge M 
to gross is less than these state 
slightly more than the national av 
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